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Foreword 


Volumes  VIII  and  IX  contain  background  studies  and  papers  of  the 
Commission.  Most  of  these  papers  constitute  new  research  or  original 
work  done  for  the  Commission.  Selected  research  material  relating  to 
the  Canada  Pension  Plan  and  the  public  sector  in  Ontario  has  been  in- 
cluded in  Volumes  VI  and  VII. 

Volume  VIII  contains  a  market  survey  by  Southam  Marketing  Research 
Services,  the  "Consumer  Survey,"  v^iich  is  the  first  study  of  attitudes 
of  the  population  in  Ontario  towards  retirement  arrangements.  This 
survey  may  be  compared  to  the  recent  American  survey  of  attitudes  com- 
missioned by  Johnson  and  Higgins  and  conducted  by  Louis  Harris  and 
Associates,  Inc.,  entitled  1979  Study  of  American  Attitudes  Toward 
Pensions  and  Retirement  (New  York). 

Tne  statistical  probability  paper  on  vesting  by  Professors  Izzet 
Sahin  and  Yves  Balcer  breaks  new  ground  and  produces  interesting  re- 
sults. The  study  of  coverage  by  Harry  Vfeitz  is  a  comprehensive  review 
of  this  issue;  and  his  paper  on  RRSPs  is  the  first  major  work  of  its 
kind. 

Volume  IX  contains  papers  by  a  sociologist.  Dr.  Daniel  Kubat,  and 
by  an  econonist.  Dr.  Arthur  Donner,  both  of  whom  were  retained  by  the 
Conmission. 

All  original  research  data  and  papers  have  been  filed  with  the 
Archivist  of  Ontario  and  are  available  to  the  public.  In  addition,  cer- 
tain staff  background  papers  not  reproduced  in  this  report  have  been 
filed  with  the  Archivist.  All  major  work  of  consultants  retained  by  the 
Commission  is  reproduced  in  this  report.  The  only  exceptions  are  the 
complete  CPP  conputer  print-outs  v\4iich  were  edited  for  publication  to 
reduce  the  quantity  of  data;  the  originals  are  filed  with  the  Archivist. 


List  of  Briefs 


The  Royal  Commission  on  the  Status  of  Pensions  in  CTitario  received 
representations  frcm  many  individuals  and  organizations  throughout  the 
province.  Some  of  them  appeared  at  our  hearings  and  submitted  briefs; 
others  (*)  forwarded  written  briefs  to  us;  and  a  few  (  +  )  made  oral  pre- 
sentations at  the  hearings  and  thus  no  brief  number  appears  with  their 
names.  All  of  the  391  briefs  and  the  tapes  of  the  proceedings  have  been 
deposited  in  the  Archives  of  Ontario. 

Brief 
Number 


Actuate  Financial  Consultants  Limited,  2006-8  King  Street 

East,  Toronto  240 

Mr.  N.F.  Adams,  6  Fairfield  Road,  Toronto  *  388 

Advisory  Council  on  the  Status  of  Vfcmen,  Box  1541, 

Station  B,  Ottawa  71,  308 

Mr.  K.L.  Agnew,  100  Tilley  Itoad,  Sault  Ste  Marie  *  92 

Algona  Steel  Corporation  Limited,  Sault  Ste  Marie  218 

Mr.  A.  Allman,  413  Martin  Grove  Road,  Islington  371 

Mrs.  A.  Anderson,  c/o  Doctor  Joseph  0.  Ruddy  General 

Hospital,  Gordon  Street,  Whitby  62 

Mr.  T.S.  Anderson,  895  Ouellette  Avenue,  Windsor  *  40 

Mr.  A.E.  Argue,  12  Munro  Boulevard,  Willowdale  *  369 

Mr.  C.R.  Arthurs,  P.O.  Box  36,  Foxboro  *  35 

Association  of  Canadian  Pension  Management,  49  Gloucester 

Street,  Toronto  110 

Association  of  Canadian  Television  and  Radio  Artists, 

105  Carlton  Street,  Toronto  147 


Association  of  Wcanen  Executives,  401-8  Colborne  Street, 

Toronto  *  391 

Mr.  J.  Astgen,  114  Coniston  Road,  Garson  -         325 

Mr.  A.E.  Aston,  186  York  Mills  Road,  Willowdale  *  22 

Mr.  R.M.  Atwooll,  10  Brookfield  Court,  Markham  *  236 


Mr.  D.C.  Baillie,  Department  of  Mathematics,  University 

of  Ibronto,  Itoronto  *  362 

Mr.  B.  Banovac,  79  Kent  Ftoad,  Grimsby  321 

Mrs.  B.  Barnet,  Box  312,  Port  Lambton  *  97 

Mr.  R.H.  Barraclough,  370  Glengary  Road,  Kingston  *  378 

Mrs.  M.  Beaudette,  R.R.  2,  Cornwall  *  64 

Mr.  M.  Beckerman,  4415  Bathurst  Street,  Downsview  + 

Mrs.  R.  Bedford,  304-41  Blackfriar  Avenue,  Weston  *  96 

Mr.  J.  Bellis,  80  Waniska  Avenue,  Tbronto  250 

Mr.  R.  Bentley,  907-80  Gowan  Avenue,  Ibronto  *  72 
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984  Bay  Street,  Ibronto  + 

Mr.  E.  Billet,  418  Mackan  Street,  Ihorold  *  58 

Mr.  E.W.  Blackmore,  44  LaRonde  Street,  Sault  Ste  Marie  *       21,  355 

Mrs.  B.  Blankley,  Box  218,  Kelvington,  Saskatchewan  *  389 

Board  of  Trade  of  Metropolitan  Ibronto,  3  First  Canadian 
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Mr.  T.  Booth,  30  Sharron  Drive,  Ibronto  *  277 

Mr.  R.  Borlase,  5  Ortona  Road,  London  343 
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Etobicoke  *  114 

Business  and  Professional  Wonen's  Clubs  of  Ontario,  9  Pines 

Street,  Ajax  176 


Mr.  A.V.  Caguiat,  26  Lady  Fernway,  Willowdale  *  28 

Mrs.  H.  Cameron,  447  Hillsdale  Avenue  East,  Toronto  *             293 

Mr.  D.  Campbell,  77  Huntley  Street,  Tbronto  + 

Mr.  H.N.  Campbell,  28  Oak  Street,  Ixmdon  122,  153 

Mr.  R.  Campbell,  44  Hartfield  Road,  Islington  *  140 
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Canadian  Council  of  Retirees,  Ontario  Section,  70  Roxaline 
Street,  Weston  + 
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P.O.  Box  2531,  Station  A,  London  339 
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Street,  Toronto  *  134 
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Street,  London  335 

Canadian  Union  of  Public  Employees,  Local  No.  1344,  18  Mohawk 
Road  East,  Hamilton  + 

Canadian  Union  of  Public  Employees,  Ontario  Division,  301-2 

Dunbloor  Road,  Islington  101 

Canavest  House  Limited,  P.O.  Box  13,  Cotimerce  Court  East, 
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Mrs.  B.  Carr,  51  Division  Street,  St.  Catharines  *  385 

Mr.  F.  Chadwick,  4887  Morrison  Street,  Niagara  Falls  *  10 
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Miss  V.J.  Collard,  71  York  Street,  St.  Catharines  *  16 
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Committee  for  an  Independent  Canada,  48-46  Elgin  Street, 

Ottawa  314 
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Toronto  111 
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West,  Ottawa  311 
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A  Survey  of  t±ie  Awareness  and  Attitudes  of  Ontario  Residents  towards 
Retirement  Programs  and  Particularly  Pension  Plans 


The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario,  in 
addition  to  holding  formal  public  hearings  where  interested  parties  had 
the  opportunity  to  present  their  briefs,  wished  to  ascertain,  by  survey 
methods,  the  attitudes,  awareness,  knowledge,  and  habits  of  Ontario 
residents  in  regard  to  pensions  and  other  sources  of  post-retirement 
income.  To  carry  out  such  a  survey  of  adult  Ontario  residents,  the 
Commission  engaged  Southam  Marketing  Research  Services,  a  division  of 
Southam  Business  Publications  Limited.  Ihe  survey  is  the  end  result  of 
a  three-phase  investigation,  vAiich  consisted  of  an  introductory  explora- 
tion, coTpleted  in  September  1977;  a  pilot  test  of  question  areas  and 
sample  design,  conpleted  in  ^ril  1978;  and  the  major  survey,  designed 
to  quantify  and  validate  preliminary  findings,  completed  in  December 
1978. 

Because  the  results  from  the  first  two  phases  were  preliminary, 
this  report  presents  a  summary  of  the  major  findings  of  the  major  study 
only.  Every  effort  has  been  irade  to  extract,  analyze,  and  comment  upon 
the  significant  findings  of  the  research.  The  coiplete  study  is  availa- 
ble for  consultation  in  the  Archives  of  Ontario  where  the  papers  of  the 
Commission  have  been  deposited. 


METHODOLOGY 

The  final  questionnaire  was  developed  fran  the  information  gathered 
in  the  first  two  phases  of  the  research  and  from  a  number  of  lengthy 
discussions  with  the  Cotimission  (see  Appendix  A  for  sample  question- 
naire). It  was  designed  to  explore  in  detail  the  respondents'  knowledge 
of  and  attitudes  towards  both  government  and  private  pension  plans. 
Pertinent  data  were  also  collected  about  each  respondent's  work  history 
and  personal  experience  with  pension  plans.  In  order  to  facilitate  the 
accurate  collection  of  data,  cards  containing  a  written  description  or 
definition  were  designed  for  the  interviewer  to  hand  the  respondent 
while  asking  each  oonplex  question  (see  ;^pendix  B) .  In  this  way  respon- 
dent confusion  was  kept  to  a  minimum. 

The  Conmission  agreed  with  us  that  the  results  of  this  study  should 
be  applicable  to  the  population  of  the  province  as  a  vAiole  and  should  be 
accurate  within  at  least  plus  or  minus  2.6  percentage  points  at  the  90 
per  cent  confidence  level  (see  i^pendix  C).  Thus  a  multi-stage  strati- 
fied randan  sairple  of  1,000  adults  18  years  of  age  and  over  was  selected 
to  participate  in  the  survey.  Ihe  sairple  was  selected  in  the  following 
manner  (see  /^pendix  D  for  sample  design): 
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In  order  to  ensure  a  representative  distribution  of  the  sample, 
the  province  was  divided  into  six  economic  regions  -  Eastern 
Ontario,  Metro  Toronto,  Central/Bruce,  Hamilton  peninsula, 
Southwest  Ontario,  and  Northwest  Ontario  -  and  interviewing 
quotas  were  assigned  to  each  of  these  regions  in  proportion  to 
the  population  18  years  of  age  and  over. 

F^revious  research  indicated  that  the  size  of  the  community  in 
which  respondents  reside  has  a  bearing  on  the  amount  of  post- 
retirement  income  they  perceive  they  will  need.  So  that  the 
sanple  would  be  as  bias-free  as  possible,  within  each  economic 
region,  quotas  were  assigned  in  proportion  to  the  population  18 
and  over  by  city  size  groupings: 

Stratum  1  500,000  and  over 

Stratum  2  100,000  -  499,999 

Stratum  3  30,000  -     99,999 

Stratum  4  10,000  -     29,000 

Stratum  5  1,000-9,999 

Stratum  6  less  than  1,000  (farm  and  rural  non-farm) 

Therefore,  in  essence,  the  sanple  selected  was  proportional  to 
the  regional  adult  population  and  to  city  size  within  each 
region. 

Within  each  region  cities  and  towns  were  listed  by  city  size  on 
the  basis  of  the  1976  census  and  fron  this  array  municipalities 
in  v^ich  interviewing  was  to  take  place  were  selected.  Maps  of 
the  selected  municipalities  were  obtained,  and  the  boundaries  of 
all  residential  census  tracts  in  urban  areas  were  transferred  to 
the  maps.  In  a  similar  manner  the  boundaries  of  enumeration 
areas  were  mapped  for  rural  interviewing  areas. 

All  census  tracts  and  enumeration  areas  were  numbered,  and  a 
table  of  randan  numbers  was  used  to  select  both  census  tracts 
and  enumeration  areas  in  v^ich  interviewing  was  to  take  place. 

Within  each  census  tract  or  enumeration  area,  all  blocks  were 
numbered  and,  again  using  a  table  of  randan  numbers,  four  -  two 
primary  and  two  secondary  -  interviewing  blocks  were  selected. 
Secondary  blocks  were  used  only  when  the  appropriate  primary 
block  failed  to  yield  the  required  number  of  interviews. 

Detailed  maps  of  the  selected  census  tract  or  enumeration  area 
were  prepared  for  the  interviewers.  On  each  map  primary  and 
secondary  blocks  were  indicated  and  colour  coded.  For  each 
selected  primary  and  secondary  block,  the  starting  position  was 
marked  as  well  as  the  direction  the  interviewer  was  to  take  in 
travelling  door  to  door.  It  should  be  noted  that  starting 
points  and  the  direction  of  travel  were  rotated  from  block  to 
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block  throughout  the  study  in  order  to  reduce  bias,  if  any,  to  a 
minimum.  For  any  cne  selected  block,  a  total  of  eight  starting 
points  and  travel  directions  were  possible. 

-  Interviewers  were  instructed  to  obtain  five  oc«npleted  interviews 
fron  each  primary  block  selected. 

-  Once  a  household  was  contacted,  the  interviewer  took  a  census  of 
all  household  members  18  years  of  age  and  over.  The  Trohldahl- 
Carter  Grid  (see  ^pendix  E)  was  used  to  select  the  individual 
to  be  interviewed  in  each  chosen  household.  No  other  member  of 
a  selected  household  could  be  substituted.  This  method  of  sam- 
ple selection  effectively  eliminates  interviewer  bias  and  pro- 
duces as  representative  a  final  sample  of  the  population  as 
possible. 

-  In  the  cases  where  the  selected  respondent  was  not  available  at 
the  time  of  original  household  contact,  the  interviewer  was  in- 
structed to  call  back  at  least  two  more  times  before  selecting 
another  residence  in  v\^ich  to  interview. 

-  Subject  to  normal  constraints  of  time  and  budget,  such  a  sample 
will  have  characteristics  that  are  very  close  to  those  of  the 
population  fron  which  it  was  drawn.  However,  all  personal  in- 
terview, sample-based  surveys  conducted  in-home  by  the  private 
sector  tend  to  under- represent  the  segment  of  the  population 
living  in  apartment  buildings  because  security  doors,  guards, 
doormen,  and  other  restrictions  make  it  almost  impossible  for 
interviewers  with  no  official  status  to  gain  access  to  a  build- 
ing and  canvass  door-to-door  as  they  would  on  a  residential 
street. 

Thorough  briefings  were  held  with  the  selected  interviewers  during 
which  they  familiarized  themselves  with  the  questionnaire,  its  admini- 
stration, and  sample  selection  procedures.  IXiring  the  actual  conduct  of 
the  fieldwork  between  October  11  and  October  31,  1978,  head  office  field 
supervisory  staff  v^ere  in  close  contact  with  interviewers  throughout  the 
province . 

Accurate  records  of  all  interviewing  attempts  that  did  not  result 
in  an  interview  were  kept  so  that  a  disposition  of  the  sample  could  be 
conpiled  (see  ^pendix  F) .  The  single  most  frequently  mentioned  reason 
for  non-ccanpletion  was  that  either  nobody  was  at  hone  after  three  calls 
or  the  specified  respondent  was  out  after  three  calls. 

A  total  of  972  interviews  were  completed  throughout  the  six  econo- 
mic regions  as  follows:  Eastern  Ontario,  139;  Hamilton  peninsula,  187; 
Metro  Toronto,  262;  Southwest  Ontario,  114;  Central/Bruce,  211;  and 
Northwest  Ontario  59. 
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When  the  fielc3work  was  cJone,  cxxnpleted  interviews  were  returned  to 
head  office  for  editing,  coding,  and  tabulation.  Categories  for  open- 
ended  responses  were  developed,  and  questionnaires  were  checked  for  com- 
pleteness and  adherence  to  skip  patterns.  All  data  were  keypunched  onto 
IBM  data  cards  (100  per  cent  verified),  the  cards  were  machine  edited 
and  corrected,  and  the  results  were  tabulated.  The  tabulation  plan,  de- 
veloped in  consultation  with  the  Commission,  consists  in  a  series  of 
econanic,  demographic,  and  occupational  cross-tabulations  of  each  ques- 
tion posed  to  each  respondent. 

While  the  sample  was  designed  to  be  proportional  to  the  population 
by  region,  Ntorthwest  Ontario  was  under-represented  when  the  final  re- 
turns were  tallied.  For  this  reason,  a  weighting  factor  -  calculated  as 
85/59  =  1.439  -  was  introduced  to  reflect  the  proper  population  profile 
of  that  region.  A  weight  of  1.0  was  applied  to  each  other  region.  This 
brought  the  Northwest  region's  effective  representation  to  85  people  and 
the  effective  total  sample  up  to  998. 

After  the  detailed  statistical  tables  were  produced,  each  cxie  table 
was  reviewed  with  particular  attention  to  the  consensus  that  emerged  as 
well  as  divergences  in  opinion  that  became  apparent.  Data  considered  to 
be  of  significant  interest  or  of  major  importance  were  compiled  into 
summary  tables  for  analysis.  The  resultant  summary  tables  were  then 
grouped  by  subject  matter.  A  draft  report,  together  with  the  detailed 
statistical  tables,  was  then  reviewed  by  kxith  the  Commission  and  the 
consultants  prior  to  the  preparation  of  this  final  report. 


RESPONDENTS'  HISTORY  AND  CURRENT  STATUS 

Although  the  primary  purpose  of  this  study  was  to  determine  the 
respondents'  attitudes  towards  and  plans  for  post- retirement  income, 
valuable  insight  was  gained  into  the  pattern  of  enployment  of  the  popu- 
lation of  Ontario  18  years  of  age  and  over. 

In  order  to  ascertain  the  respondents'  current  labour- force  status, 
certain  definitions  were  established  by  the  Ccmmission.  The  "unemployed" 
were  defined  as  those  who  were  "currently  out  of  work  but  actively  look- 
ing for  work."  A  person  was  considered  to  be  "retired"  if  less  than  50 
per  cent  of  total  income  were  paid  fran  enployment,  and  if  pension  in- 
come other  than  a  disability  pension  were  being  received.  In  addition, 
respondents  were  classified  as  currently  working  or  currently  not  work- 
ing. They  were  considered  in  the  labour  force  if  they  were  currently 
working  (self-eirployed;  employed  by  another  person,  canpany,  or  organi- 
zation; or  einployed  by  any  level  of  government);  unenployed;  laid  off  or 
on  strike;  or  on  vacation  or  ill.  Respondents  were  defined  as  not  in 
the  labour  force  if  they  were  currently  retired;  a  homemaker;  a  full- 
time  student;  or  in  some  other  non-working  unspecified  situation. 
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The  demographic  distribution  of  respondents  was  ooii?>ared  to  that  of 
the  1976  census  population  and/or  to  the  labour  force.  In  nany  cases  a 
direct  comparison  was  difficult  because  of  the  differences  in  definiticai 
between  the  study  and  those  used  by  Statistics  Canada.  For  example. 
Statistics  Canada  places  post  office  workers  in  the  general  category  of 
"transportation  and  communications"  in  the  Standard  Industrial  Classifi- 
cation (SIC)  and  the  Unenployment  Insurance  Canmission  in  "finance,  in- 
surance, and  real  estate,"  vAiile  respondents  classed  themselves  in  the 
broader  category  of  government  enployees.  However,  in  those  areas  vAiere 
differences  in  definition  were  non-existent  or  marginal,  the  study 
closely  reflects  the  make-up  of  the  Ontario  adult  population  as  diown  in 
the  1976  census  (Table  1). 

Table  1 

Corposition  of  the  Ontario  Adult  Population  by  Age  Group  and  Sex,  Survey 

Sanple  and  1976  Census 


Survey 

1976 

sanple 

census 

Total  adult  population 

998 

5,705,886 

Age  group 

(Per  cent) 

18-34 

32.4 

41.5 

35-54 

34.4 

33.3 

55  and  over 

33.2 

25.2 

Sex 

Male 

50.6 

49.0 

Female 

49.4 

51.0 

Source  Question  21. 

The  differences  in  age  oonposition  between  the  survey  population 
and  that  of  the  1976  census  reflect  the  difficulty  in  locating  and  in- 
terviewing young,  mainly  single,  independent  members  of  society.  This 
situation  usually  results  in  under-representation  of  young  adults  (Table 
2). 

Table  2 

Marital  Status  of  Ontario  Adult  Population,  Survey  Sample  and  1976 

Census 


Marital  status 

Never  married 

Married 

Separated 

Divorced 

Widowed 

Source  Question  22. 


Survey 

1976 

sanple 

census 

(Per  cent) 

13.7 

20.2 

71.1 

68.2 

3.4 

2.8 

2.7 

1.9 

8.7 

6.9 
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Using  the  definitions  previously  described,  the  employment  status 
of  our  998  respondents  is  shown  in  Table  3. 

Table  3 

Einployment  Status  of  Survey  Sanple  Population 


Number 


Per  cent 


In  the  labour  force 

Eirployed 

Unemployed 

Laid  off/on  strike 

On  vacation/ill 

Total 
Not  in  the  labour  force 

Retired 

Students 

Hcinemakers 

Other 

Total 
Did  not  state  status 


505 

35 

15 

9 


433 

1 


50 
4 
2 

1 


564 

57 

165 

17 

33 

3 

216 

21 

19 

2 

43 


Total 


998 


100 


Source  Questions  la,  b,  g. 

Of  the  564  respCMidents  \A\o  stated  that  they  were  in  the  labour  force,  61 
or  11  per  cent  were  self-employed;  348  or  62  per  cent  were  employed  by 
others  in  the  private  sector;  and  92  or  16  per  cent  were  employed  in  the 
public  sector.  Of  the  505  respondents  who  were  currently  working,  427  or 
85  per  cent  were  enployed  full  time,  conpared  with  Statistics  Canada's 
estimate  of  86  per  cent  for  those  15  years  of  age  and  over;  77  or  15  per 
cent  were  part-time  workers,  compared  with  Statistics  Canada's  figure  of 
14  per  cent  for  those  15  years  of  age  and  over.  The  uneirployed  (35)  ac- 
counted for  6  per  cent  of  those  in  the  labour  force,  and  those  temporar- 
ily not  working  because  they  were  laid  off,  on  strike,  on  vacation,  or 
ill  (24)  accounted  for  4  per  cent  of  the  labour  force.  Roughly  two- 
thirds  of  the  labour  force  was  male.  However,  unemployment  was  evenly 
divided  between  male  (51  per  cent)  and  female  (49  per  cent),  reflecting 
a  higher  than  average  rate  of  unemployment  among  wonen  (Table  4). 

On  average,  respondents  reported  1.6  wage-earners  per  family.  The 
only  notable  pattern  was  that  the  higher  the  total  family  income,  the 
greater  the  number  of  wage-earners  per  family.  For  example,  at  an  an- 
nual income  of  $20,000  or  wore,  the  number  of  wage-earners  per  family 
was  1.9. 

On  average,  the  women  remain  unemployed  longer  than  men,  the  dura- 
tion of  their  periods  of  joblessness  averaging  11.9  months  compared  with 
5.1  months  unemployed  for  men  (Question  Ij).  Although  the  average  dura- 
tion of  unenployment  is  8.5  months,  it  should  be  noted  that  almost  half 
of  the  unorployed  had  been  without  work  for  less  than  four  months,  the 
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average  being  1.5  months.  This  seeming  ananaly  is  probably  due  to  the  5 
respondents  vrtio  appeared  to  be  chronically  unemployed,  averaging  19 
months  of  joblessness. 

Table  4 

Labour  Force  Status  of  Survey  Sanple  Population,  by  Age  Group  and  Sex 


Errployed 

Unenployed 

Total 

(Number) 

(Per  cent) 

(Number) 

(Per  cent) 

(Number) 

(Per  cent) 

Age  group 

18-34 

188 

33 

18 

3 

206 

36 

35-54 

240 

44 

11 

2 

251 

46 

55  and 

over 

99 

17 

5 

1 

104 

18 

Sex 

Male 

351 

62 

18 

4 

369 

66 

Female 

176 

31 

17 

3 

193 

34 

Source  Questions 

la, 

b,  g. 

Labour  Force  Mobility 

Almost  all  those  interviewed  (91.1  per  cent)  reported  that  they  had 
been  employed  at  one  time.  Only  88  stated  that  they  had  never  worked. 
The  lower  the  annual  family  incone,  the  lower  the  incidence  that  some 
members  ever  had  gainful  enployment  (Question  3a).  On  average,  those 
who  reported  a  work  history  entered  the  labour  force  at  20  years  of  age. 
Low-incone  respondents  entered  the  labour  force  at  an  average  age  of  17 
years,  vrtiile  those  with  higher  incomes  delayed  entry  until  age  20  or  21. 

Table  5  represents  the  respondents'  reported  work  history  at  one 
point  in  time,  including  those  respondents  v^o  had  just  entered  the  la- 
bour force  and  some  who  had  completed  their  work  experience.  The  aver- 
age respondent  had  held  3.2  jobs  and  experienced  a  hiatus  between  these 
jobs  of  8.6  months.  The  hiatus  between  jobs,  on  average,  appeared  rather 
lengthy,  amounting  to  almost  three-quarters  of  a  year.  However,  this 
was  caused  by  the  relatively  high  incidence  of  respondents  v\*io  left  the 
labour  force  for  an  extended  period  of  time  before  they  came  back  into 
the  job  iTBrket  and  started  looking  for  work.  It  would  appear  that  the 
more  jobs  a  person  had  held,  the  less  likely  they  were  to  leave  their 
current  jdb.  This  excludes  a  small  segment  of  the  labour  force  that  was 
extremely  mobile.  The  majority  (83  per  cent)  who  left  their  jobs  and 
did  not  leave  the  labour  force  found  work  within  one  month.  The  inci- 
dence of  people  leaving  the  labour  force  appears  to  have  decreased  over 
time,  fron  almost  one-third  of  respondents  leaving  after  their  first  job 
to  one-fifth  of  respondents  leaving  after  their  sixth  job. 

When  job  mobility  patterns  are  viewed  on  the  basis  of  the  sex  of 
the  respondent  a  number  of  significant  differences  between  the  male  and 
female  segments  of  the  labour  force  can  be  observed  (Table  6).  Women 
appear  to  be  far  more  likely  than  men  to  leave  the  labour  force  after 
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their  first  job.  However,  a  relatively  high  percentage  of  these  women 
later  re-entered  the  labour  force  (61  per  cent  or  28.4  per  cent  as  a 
percentage  of  46.8  per  cent).  Women  left  the  labour  force  at  this  stage 
in  their  career  development  primarily  to  undertake  homemaker  and  child- 
care  activities.  Later  on  in  their  careers,  the  incidence  of  women  leav- 
ing the  labour  force  declined,  but  over  a  period  of  six  jobs  the  rate 
for  vonen  continued  to  be  substantially  higher  than  that  for  men.  The 
result  of  these  phenomena  is  that  women  spend  about  three  times  longer 
than  men  between  jobs,  they  tend  to  keep  their  jobs  for  shorter  periods 
of  time,  and  the  ratio  of  women  to  men  in  the  labour  force  decreases 
over  time  fran  47  per  cent  wojnen  at  the  first  job  level  to  30  per  cent 
at  the  sixth  job  level. 

Table  7  illustrates  the  job  mobility  of  respondents  who  have  held 
at  least  one  job  by  age  group.  Those  aged  18  to  34  appear  to  take  less 
time  to  find  a  new  job  than  do  older  people  and  are  considerably  more 
mobile;  their  average  length  of  time  in  any  one  job  is  lower  than  the 
average  for  older  respondents.  In  general,  approximately  the  same  per- 
centage of  young  people  as  others  left  the  labour  force  when  they  left 
their  previous  enployment.  However,  as  was  to  be  expected,  a  higher 
percentage  of  younger  workers  re-entered  the  labour  force  after  each 
hiatus. 

Job  Mobility  and  Pension  Benefits 

In  order  to  ascertain  the  cpportunity  for  respondents  to  receive 
pension  benefits  from  past  as  well  as  present  or  most  recent  employees, 
data  were  collected  en  the  number  of  employers  respondents  had  worked 
for,  the  number  of  employers  viho  offered  a  pension  plan,  the  incidence 
of  the  respondents'  eligibility  to  join  available  plans,  the  incidence 
of  the  respondents'  joining  such  plans,  the  incidence  of  their  withdraw- 
ing contributions  to  these  plans  upon  termination  of  enployment,  and  the 
incidence  of  their  receiving  a  pension  from  current  and  past  employers. 
In  total,  the  998  respondents  worked  for  an  average  of  3.3  employers, 
for  a  total  of  2,800  eirployers.  Of  these,  175  were  self-employers  and 
2,604  or  93  per  cent  were  employers  of  other  people.  These  2,800  em- 
ployers provided  jobs  for  910  respondents  (88  stated  that  they  had  never 
held  a  job)  for  an  average  of  6.1  years  per  employer,  and  91  per  cent 
employed  these  respondents  full  time  (Question  4 ) . 

The  data  in  Table  8  show  the  incidence  of  employers  who  provided 
the  c^portunity  for  an  employee  to  receive  a  conpany  pension.  It  should 
be  noted  that  only  26  per  cent  of  all  previous  enployers  provided  a  pen- 
sion plan  for  employees,  whereas  54  per  cent  of  the  present  and  most  re- 
cent employers  offered  this  benefit.  The  2,800  employers  were  to  pro- 
vide 431  pensions;  however,  the  majority  of  these  pensions  (302  or  70 
per  cent)  will  be  derived  from  the  present  or  most  recent  employer.  Not 
only  did  fewer  previous  eirployers  offer  a  pension  plan,  but  also  fewer 
enployees  of  their  enterprises  were  eligible  to  join,  presumably  because 
of  age  or  tenure.  However,  v\^en  an  employee  was  eligible  to  join  a  plan. 
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989 

35.3 

492 

54.1 

497 

26.3 

836 

29.9 

445 

48.9 

391 

20.7 

790 

28.2 

419 

46.0 

371 

19.6 

743 

26.5 

391 

43.0 

352 

18.6 

41 

1.5 

24 

2.6 

17 

.9 

94  per  cent  of  both  past  and  present  job-holders  participated.  The 
stated  incidence  of  non-contributory  pensions  was  very  low  at  5.5  per 
cent  of  all  pensions  offered. 

Table  8 

Incidence  of  Employers  Offering  Pension  Benefits 

Present 

or  most  All 

recent  previous 

Total enployer enployers 

Number  of  enployers     2,800  910  1,890 

(Number)  (Per  cent)  (Number)  (Per  cent)  (Number)  (Per  cent) 

Ernployer  hadA»as 

pension  plan 
Employee  eligible 

to  join  plan 
Enployee  was/is 

memtjer  of  plan 
Employee  contributed 

to  plan 
Employee  did  not 

contribute  to  plan 
Employee  will  receive 

a  pension  fron 

contributory  plan    206      7.4       90      9.9     116      6.1 
Elmployee  will  receive 

a  pension  fron  non- 
contributory  plan     28      1,0       23      2.5       5       .3 
Employee  is  no  longer 

with  enployer  will 

receive  pension     234      8.4      113     12.4     121      6.4 
Employee  is  still 

with  employer  will 

receive  pension     178      6.4      178     19.6      -        - 
Employee  withdrew 

contributions       238      8.5       56      6.2     182      9.6 
Employee  not  permit- 
ted to  withdraw 

contributions       136      4.9       53      5.8      83      4.4 
Employee  withdrew 

contributions  will 

get  pension 
Total  enployers 

offering  a  pension 
Source  Question  4. 

Upon  termination  of  employment,  47.4  per  cent  of  pension  plan  mem- 
bers withdrew  their  contributions;  of  these,  56.7  per  cent  spent  their 
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19 

.7 

11 

1.2 

8 

.4 

431 

15.4 

302 

33.2 

129 

6.8 

refund  and  did  not  save  or  invest  the  funds  for  future  benefits.  How- 
ever, between  50  and  60  per  cent  of  those  pension  plan  members  who  left 
an  employer  were  to  receive  a  future  benefit,  either  through  savings  and 
investments  or  oanpany  pensions,  including  those  who  stated  they  would 
receive  a  pension  and  those  v^o  withdrew  pension  contributions  but  saved 
or  invested  the  money.  Of  those  employees  vA\o  were  members  of  a  pension 
plan  with  previous  employers,  34.8  per  cent  expect  to  receive  a  pension, 
conpared  with  72  per  cent  pension  of  the  recipients  currently  or  most 
recently  employed  v^o  were  members  of  a  plan. 

The  incidence  of  RRSPs  among  professional  respondents  (21.9  per 
cent)  was  double  that  of  the  survey  group  (11.9  per  cent).  This  is  ob- 
viously a  direct  reflection  of  the  higher-than-average  income  of  the 
professionals.  This  ratio  also  holds  for  management.  These  groups  are 
also  more  likely  to  receive  a  pension  than  are  other  occupational  groups 
in  the  sample  except  for  skilled  labourers.  Table  9  illustrates  the 
coitparative  likelihood  that  those  enployed  in  specific  industries  will 
receive  a  pension  and/or  invest  in  an  RRSP.  Data  include  currently  re- 
tired respondents.  It  is  obvious  that  the  likelihood  of  having  either  a 
pension  or  an  RRSP  was  lower  in  v^olesale  or  retail  trade  than  in  any 
other  industries  in  this  sanple. 

Table  9 

Likelihood  of  Receiving   a  Pension  and/or  Investing    in   an  RRSP,    by 

Employees  in  Specific  Industries 


Incidence 

in 

sanple 


Likelihood  of 
Pension     RRSP 


Agriculture 

Forestry 

Fishing  and  trapping 

Mines,  quarries,  oil  wells 

Manufacturing  industries 

Construction  industry 

Transportation,  storage,  and  conmunications 

Wholesale  trade 

Retail  trade 

Finance,  insurance,  and  real  estate 

Cannmunications,  business,  and  personal 

service  industries 
Government,  all  levels 
Self-employed 
Other 


(Per  cent) 

3.5  = 

100 

57 

109 

1.2  = 

100 

167 

100 

1.9  = 

100 

242 

26 

22.3  = 

100 

126 

94 

4.0  = 

100 

73 

135 

6.7  = 

100 

127 

93 

2.5  = 

100 

48 

36 

13.5  = 

100 

48 

79 

4.8  = 

100 

83 

90 

16.7  = 

100 

68 

115 

16.6  = 

100 

158 

123 

2.8  = 

100 

32 

136 

2.4  = 

100 

38 

79 

Those  respondents  with  higher  incones  are  more  likely  to  have  post- 
secondary  education,  to  own  an  RRSP,  and  to  receive  a  company  pension 
(Question  28).  For  exanple,  upon  examination  of  total  family  income  we 
found  that  62.7  per  cent  of  all  RRSP-owning  families  earned  in  excess  of 
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$15,000  annually.  Over  half  (53.8  per  csent)  of  them  stated  they  would 
receive  a  pension  in  excess  of  $15,000  annually  (Question  29). 


ATTITUDES  TOWARDS  GOVERNMENT  AND  RELATED  RETIREMENT  INCOMES 

In  order  to  determine  attitudes  towards  government  retirement  ben- 
efits and  knowledge  of  the  administration  and  funding  of  public  money, 
respondents  were  asked  early  in  the  questionnaire  what  sources  of  re- 
tirement income  they  expected  to  have  v^tlen  they  retired.  Those  relating 
directly  to  government  sources  are  examined  in  this  section. 

As  is  shown  in  Table  10,  roughly  85  per  cent  of  respondents  expect 
income  from  the  Canada  Pension  Plan  (CPP)  and  Old  Age  Security  (OAS) 
pensions.  With  17.2  per  cent  not  anticipating  benefits  from  OAS,  which 
is  universal,  and  a  total  of  19.1  per  cent  anticipating  benefits  from 

Table  10 

Proportion  of  Respondents  Who  Expect  to  Receive  Retirement  Income  from 

Various  Government  Programs 


Number  of  respondents  998 

(Per  cent) 

CPP  85.9 

OAS  82.8 
GIS  9.0 

GAINS  8.8 

Welfare 1.3 

Source  Ojestion  2a. 

the  Guaranteed  Incone  Supplement  (GIS),  the  Ontario  Guaranteed  Annual 
IncoTie  System  (GAINS),  and  welfare,  it  would  appear  that  knowledge  of 
the  intent  of  these  programs  and  the  segments  of  society  for  which  they 
were  put  in  place  were  not  too  clear  in  the  minds  of  our  respondents. 

Respondents  were  then  asked  if  the  inccme  they  expected  would  stem 
from  their  own  contributions,  their  spouse's  contributions,  or  if  they 
both  expected  to  contribute  (Table  11).  It  is  obvious  that  sane  respon- 
dents considered  tax  payments  as  a  form  of  contribution  frcn  their  fami- 
lies to  be  used  to  provide  government  incone  assistance.  But,  except  for 
the  CPP,  none  of  the  programs  is  a  direct  contributory  scheme.  Perhaps 
some  respondents  were  confused  either  by  the  question  or  by  the 
terminology. 

Currently  working  respondents  were  then  asked  if  they  were  contrib- 
uting to  the  CPP.  The  self-employed  were  isolated  from  other  currently 
working  respondents  to  determine  what  proportion  of  this  group  contrib- 
utes to  the  CPP  in  oonparison  with  those  orployed  by  others  (Table  12). 
Although  their  incidence  of  contribution  is  high,  the  percentage  of 
self-enployed  contributing  falls  below  the  average  for  those  onployed  by 
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others.  Both  the  7.1  per  cent  of  those  employed  by  others  and  the  23 
per  cent  of  the  self-employed  respondents  who  did  not  contribute  be- 
lieved they  were  ineligible.  Only  2  respondents  -  both  male,  1  young  (18 
to  34)  and  1  older  (55  and  over),  both  married  and  both  self-  employed  - 
said  they  had  never  given  the  matter  any  thought. 

Table  11 

Sources  of  Contributions  to  Various  Government  Programs 


CPP 
QAS 
GIS 

GAINS 

Welfare 

Source  Questions  2b,  c,  d. 


Own 

Spouse ' s 

Both 

contributions 

contributions 

contributions 

(Per  cent) 

59.3 

15.3 

25.4 

54.5 

12.2 

33.3 

50.7 

15.5 

33.8 

64.1 

4.7 

31.2 

75.0 

25.0 

- 

Table  12 

Proportion  of  "Ihose  CXirrently  Working  Who  Contribute  to  CPP,  Employees 

and  Self-employed 


Number  of  respondents 

Contribute 

Do  not  ccsitribute 

Do  not  know/Not  applicable 

Source  ^jestion  le. 


Self-employed 

All 

enployees 

61 

505 

(Per  cent) 

73.7 

90.9 

23.0 

7.1 

3.3 

2.0 

In  order  to  ascertain  general  public  knowledge  of  the  current  maxi- 
mum CPP  monthly  payment  to  a  single  person  retiring  this  year,  respon- 
dents were  asked  to  estimate  this  amount,  with  no  suggestion  of  the 
range  of  possible  amounts  frcan  the  interviewer  (Table  13).  For  ease  of 
analysis,  the  interviewer  placed  the  answer  given  by  the  respondent  into 
ranges  fron  less  than  $100  to  more  than  $300.  Of  all  respondents,  74  per 
cent  either  did  not  know  or  incorrectly  estimated  the  payment;  among 
retired  people,  59.5  per  cent  either  did  not  know  or  estimated 
incorrectly. 

Respondents  were  then  told  the  exact  current  amount  of  the  CPP  ben- 
efit ($194.44)  and  asked  if  they  thought  it  was  too  high,  about  right, 
or  too  low  (Table  14).  The  majority  of  respondents  thought  the  payment 
was  too  low.  However,  a  surprising  41.8  per  cent  of  retired  people 
thought  this  payment  was  about  right,  or  1.5  times  as  many  retired  re- 
spondents gave  this  opinion  as  other  respondents  in  the  total  sample. 
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998 

165 

> 

(Per 

cent) 

26.0 

40. 

5 

22.9 

12. 

1 

51.1 

47. 

4 

998 

165 

) 

(Per  cent) 

.8 

1. 

,8 

27.0 

41. 

,8 

62.4 

43. 

,8 

9.8 

12. 

,6 

Table  13 

Respondents'  Knowledge  of  Maximum  CPP  Payment  to  a  Single  Person  Retir- 
ing in  1978 

Total Retired 

Number  of  respondents 

Identified  range 

Correctly 

Incorrectly 

Did  not  know 

Source  (Xiestion  8a. 


Table  14 

Respondents'  Opinion  of  Current  Maximum  Payment  to  a  Single  Person 

Total        Retired" 
Number  of  respondents 

Benefit  payment  is 

Too  high 

About  right 

Too  low 

Did  not  know/No  answer 

Source  Question  8b. 

Respondents  were  also  asked  if  they  would  be  prepared  to  contribute 
more  to  the  CPP  in  order  to  receive  higher  benefits  at  age  65  (Table  15). 
Of  the  570  respondents  v^o  said  they  would  be  willing  to  contribute  more 
to  the  CPP,  17.2  per  cent  were  retired,  5  per  cent  were  uneirployed,  19.3 
per  cent  were  currently  not  in  the  labour  force,  34.4  per  cent  were  be- 
tween the  ages  of  18  and  54,  35  per  cent  lived  in  cities  of  500,000  or 
more,  and  71  per  cent  were  not  married.  Of  the  291  respondents  v^o  would 
not  be  willing  to  increase  their  contributions,  13.1  per  cent  were  re- 
tired, and  28.2  per  cent  were  not  in  the  labour  force.  However,  well 
over  half  of  those  interviewed  stated  a  willingness  to  increase  their 
CPP  contributions,  indicating  a  possible  range  of  between  52.7  and  63 
per  cent  of  current  CPP  contributors  v^^o  would  like  to  contribute  more 
to  receive  more.  As  the  respondent  was  given  no  idea  of  v^at  these  in- 
creases would  be  or  how  much  CPP  pensions  would  increase,  this  finding 
should  be  considered  directional  only. 

Currently,  those  people  \^o  elect  to  retire  before  age  65  do  not 
receive  CPP  and  OAS  benefits  until  their  sixty-fifth  birthday.  Respon- 
dents were  asked  if  people  v^o  elected  to  retire  early  should  receive 
these  benefits  before  the  age  of  65  and,  if  they  did  receive  benefits 
prior  to  65,  whether  they  should  receive  the  same  amount  as  that  paid  to 
people  65  or  over  (Table  16).  In  general,  respondents  favoured  CPP/OAS 
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benefits  being  paid  immediately  upon  retirement  and  preferred  a  lower 
anxDunt  for  those  younger  than  65.  The  retired  were  very  slightly  but 
not  significantly  more  in  favour  of  this  proposition  than  the  average 
respondent.  Assuming  that  the  "Did  not  know"  and  "Did  not  state"  re- 
spondents would  align  themselves  in  the  same  proportion  as  those  v^o  did 
express  an  cpinion,  approximately  60  per  cent  of  all  respondents  would 
be  in  favour  of  an  immediate  pension  but  a  lower  payment  for  those  who 
retired  before  age  65. 

Table  15 

Incidence  of  Willingness  to  Pay  Higher  Contributions  to  CPP 


Number  of  respondents 

998 

(Per  cent) 

Willing  to  pay  higher  CPP  contributions 

Yes 

57.1 

No 

29.1 

Did  not  know/No  answer 

13.8 

Source  Question  8g. 


Table  16 

Respondents'  Attitudes  towards  Payment  of  CPP  and  QAS  Benefits  to  Early 

Retirees 

Number  of  respondents  998 

(Per  cent) 
Benefits  should  be  withheld  until  65  36.4 

Benefits  should  be  paid  immediately  upon 

retirement  53.8 

Did  not  know/Did  not  state  9.9 

Payment  should  be  equal  to  amount  paid  to 

age  65  retirees  36.0 

Benefits  should  be  an  amount  less  than  that 

paid  to  age  65  retirees  49.8 

Did  not  know/Did  not  state 14.2 

Source  Questions  9a,  b. 

Respondents  were  then  asked  if  they  agreed  or  disagreed  with  the 
current  practice  of  paying  CPP  benefits  to  those  over  the  age  of  65  who 
were  still  working  (Table  17).  The  majority  of  respondents  agreed  that 
this  practice  should  be  continued. 

Respondents  were  also  asked  if  child-raising  years  should  be  elimi- 
nated frcm  CPP  pension  calculations  in  order  that  the  CPP  benefit  for 
those  \^*io  drop  out  of  the  labour  force  to  raise  children  would  not  be 
negatively  affected  (Question  11).  The  majority  of  respcxidents  (69.7  per 
cent)  agreed  with  this  proposition,  with  females  (72.9  per  cent)  being 
significantly  more  in  favour  of  the  idea  than  males  (66.4  per  cent),  and 
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younger  people  aged  18  to  34  (78.7  per  oent)  more  in  favour  than  the  35 
to  55  and  over  age  groups  (65.3  per  cent). 

Table  17 

Respondents'  Attitude  towards  Workers  over  65  Years  of  Age  Receiving  CPP 

Benefits 

Number  of  respondents  998 

Workers  over  65  should  receive  CPP               (Per  cent) 
Agree                                         69.1 
Disagree                                     25.3 
Did  not  know/No  answer 5.6 

Source  Question  10. 

The  proposition  was  also  put  to  the  respondents  that  homemakers  and 
adults  not  currently  in  the  labour  force  should  be  allowed  to  contribute 
to  the  CPP  (Table  18).  While  7  out  of  10  respondents  agreed  with  these 
propositions,  currently  married  respondents  (70.5  per  cent)  were  more  in 
favour  of  homanakers  contributing  than  were  those  who  were  widowed,  sep- 
arated, or  divorced  (63.4  per  cent).  Itie  retired  were  less  in  agreement 
with  these  propositions  than  others  currently  not  in  the  labour  force. 

Table  18 

Respondents'  Attitude  towards  Homemakers  and  Adults  Not  in  the  Labour 

Force  Contributing  to  CPP 


Adults  not  in 

Homemakers         the  labour  force 

Number  of  respondents 

998 

(Per  cent) 

Should  be  allowed  to  contribute 

to  CPP 

Agree 

73.9                 69.4 

Disagree 

19.4                  20.1 

Did  not  know/No  answer 

6.7                  10.5 

Source  Questions  12,  13. 

To  determine  respondents'  attitudes  towards  the  CPP  more  fully,  the 
present  funding  method  (cross-generation)  and  a  proposed  generation 
self-funding  method  were  explained  to  those  interviewed.  Once  the  in- 
terviewer was  sure  they  understood  the  difference  in  principle,  they 
were  asked  what  method  they  would  prefer   (Table  19). 

If  the  respondents  vAio  did  not  state  an  cpinion  were  removed  from 
the  calculations,  ^proximately  55  per  cent  of  those  v\*io  did  answer  pre- 
fer generation  self-funding  and,  of  these,  78.7  per  cent  stated  they 
would  be  willing  to  increase  their  CPP  contributions  in  order  to  pay  for 
their  own  retirement  benefits.     However,   it  should   be  pointed   out   that 
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470 

(Per  cent) 

78.7 

12.1 

9.2 

this  78.7  per  cent  represents  only  43.1  per  cent  of  all  respondents 
asked  the  question  on  funding  (Table  20). 

Table  19 

Preferred  Method  of  Funding  CPP  Benefits 

Number  of  respondents  998 

(Per  cent) 

Preferred  funding  method 

Cross-generation  38.8 
Generation  self  47.1 
Did  not  know/lSIo  answer 14.1 

Source  Question  14a 


Table  20 

Respondents  Who  Prefer  Generation  Self- funding  Willingness  to  Increase 

CPP  Contribution 

Number  of  respondents 

CPP  contribution  should  be  increased 

Yes 

No 

Did  not  know/Mo  answer 

Source  Question  14b. 

In  order  to  determine  the  perceived  adequacy  of  current  government 
benefit  programs  to  retired  people  over  the  age  of  65  with  no  other  in- 
come, respondents  were  asked  to  give  their  estimates  of  the  minimum 
monthly  income  required  by  today's  standards  for  one  person  and  a  couple 
in  this  category  (Question  17a).  Respondents  mentioned  incones  ranging 
from  under  $200  per  month  to  over  $1,500  per  month.  However,  the  aver- 
age required  incomes  reported  of  $517  for  one  person  and  $786  for  two 
are  considerably  higher  than  payments  under  the  current  government  as- 
sistance programs.  There  are  indications  that  the  residents  of  major 
urban  areas  believed  that  more  incone  is  required  for  a  single  person 
($549)  than  do  residents  of  smaller  centres  (average  $504).  Males  feel 
more  is  required  ($541)  than  females  ($490).  Those  currently  married 
($527),  civil  servants  ($562),  those  currently  earning  over  $15,000  per 
annum  ($547),  university  graduates  ($546),  and  respondents  who  have 
RRSPs  ($565)  all  estimated  more  than  the  average  income.  These  same 
groups  of  respondents  thought  that  a  retired  married  couple  required 
more  inccme  than  the  $746  average  income  reported. 

Respondents  were  then  informed  of  the  current  maximum  incomes  pro- 
vided through  government  programs  ($310.75  per  month  to  a  single  65- 
year-old  retired  person  and  $621.50  per  month  to  a  married  couple  in  the 
same  category).  Additional  benefits  such  as  free  OHIP  and  free  drugs 
were  also  mentioned  as  part  of  the  total  program.     Given   this   informa- 
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tion,  respondents  were  asked  if  t±iese  programs  should  pay  nore  and,  if 
so,  how  much  more  (Table  21).  Of  the  63.9  per  cent  of  respondents  who 
thought  the  payments  should  be  increased,  the  average  increases  sug- 
gested were  $223  for  a  single  retired  person  and  $246  for  a  retired 
couple.  Males,  however,  wanted  a  $270  increase  to  a  married  couple  and 
those  never  married  tliought  a  $287  increase  was  in  order. 

Table  21 

Respondents'  Attitude  towards  Adequacy  of  Government  Retirement  Income 

Programs 


Number  of  respondents 

Should  pay  more 
Yes 
No 
Did  not  know/No  answer 


998 
(Per  cent) 

63.9 

27.8 

8.3 


Source  i;>jestions  17b,  c. 

Next,  the  respondents  were  asked  if  they  agreed  or  disagreed  with 
the  proposition  that  retirement  income  from  government  or  employer  pen- 
sion programs  should  provide  not  only  for  a  person's  current  needs  but 
also  allow  for  an  accumulation  of  assets  to  pass  on  to  the  next  genera- 
tion (Table  22).  If  the  uncommitted  responses  were  removed  from  Table 
22,  72.5  per  cent  would  disagree  that  government  incomes  should  allow 
for  the  accumulation  of  assets  as  stated  previously,  and  64.4  per  cent 
would  disagree  that  ccmpany  pensions  should  allow  for  accumulation.  Re- 
spondents were  slightly  more  in  favour  of  accumulation  from  company  pen- 
sions. Of  those  v^tlO  agreed  with  accumulation,  most  were  younger  and 
never  irarried. 

Table  22 

Attitudes  towards  Assisted  Accumulation  of  Assets 


Government 

Conpany 

pensions 

pensions 

Nuntoer  of  respondents 

998 
(Per  cent) 

Pensions  should  allow  asset 

accumulation 

Agree 

24.8 

29.9 

Disagree 

65.3 

56.4 

Did  not  know/No  answer 

10.0 

13.7 

Source  ^aestion  18a. 

A  general  question  regarding  increasing  of  government  assistance  to 
people  over  the  age  of  65  was  asked  of  all  respondents  (Table  23). 
Three-quarters  or  76.6  per  cent  of  respondents  agreed  that  such  assist- 
ance should  be  increased  and  the  majority  of  them  believed  that  this 
assistance  should  be  in  the  form  of  more  money. 
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Table  23 

Respondents'  Attitude  towards  Government  Assistance  to  Those  over  65 

Years  of  Age 

Number  of  respondents  998 

(Per  cent) 

Government  should  increase  assistance  76.6 

Government  should  not  increase  assistance  14.8 
Did  not  know/No  answer  8.7 

Total  number  preferring  increase  764 

Assistance  should  be  more  money  to  buy  goods  59.5 

Assistance  should  be  more  subsidized  services  36.9 
Assistance  should  be  both  3.0 

Did  not  know/Mo  answer  .7 

Source  Question  18b. 

Along  with  income  benefits  related  to  goverrment,  respondents  were 
informed  that  the  current  Human  Rights  Code  provides  protecticxi  to  vork- 
ers  between  age  40  and  65  years  from  firing  for  reasons  of  age  and  were 
asked  if  this  Code  should  be  amended  to  paxivide  the  same  protection  to 
workers  over  age  65  (Table  24). 

Table  24 

Respondents'  Attitude  towards  Amendment  of  Human  Rights  Code  to  Protect 

Workers  over  the  ?^e   of  65 

Number  of  respondents  998 

(Per  cent) 
Code  should  be  amended  60.1 

Code  should  not  be  amended  30.9 

Did  not  know/bk)  answer  9.0 

Source  &aestions  16a,  b,  c. 

More  than  half  of  the  respondents  thought  the  Code  should  be 
amended  and,  when  asked  if  a  new  ipper  age  limit  should  be  set,  77.7  per 
cent  of  those  saying  the  Code  should  be  amended  did  not  want  an  upper 
age  limit.  Of  those  who  wished  a  new  upper  limit,  70  was  the  most 
frequently  nentioned  age  with  the  average  being  68  years  of  age. 

A  statement  was  read  to  the  respondents  explaining  v^at  "indexing" 
was  and  pointing  out  that  full  indexing  increases  pensicxi  costs.  No  es- 
timate of  increased  costs  was  given.  Respondents  were  then  asked  if  they 
believed  that  the  CPP  and  OAS  pensions  should  be  indexed  and,  if  they 
agreed  with  indexing,  if  they  would  prefer  to  pay  the  increased  cost 
through  general  taxation  or  through  increased  contributions.  Those  vrtio 
did  not  agree  with  full  indexing  were  asked  if  they  would  agree  that 
some  part  or  some  percentage  of  these  pensions  should  be  indexed. 
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Table  25 

Respondents'  AttitixJes  towards  Iridexed  Government  Pensions 


CPP  QAS 


Number  of  respondents  998 

(Per  cent) 
Pensions  should  be  totally  indexed  and  paid 

through  general  taxes  57.1      60.4 

Pensions  should  be  totally  indexed  and  paid 

through  increased  cxxitributions  13.9      11.7 

Pensions  should  be  totally  indexed,  but 

respondents  did  not  knew  how  to  fund  7.1       6.5 

Pensions  should  be  totally  indexed,  but  not 

funded  by  either  taxation  or  ccxitributions  6.5       6.2 

■total  84.7      84.9 

Pensions  should  be  partially  indexed  1.3  1.6 

Pensions  should  have  a  percentage  increase  1.2  1.1 
Did  not  know  if  any  form  of  indexing  or 

increase  should  be  jaxvided  10.6  10.3 
Do  not  want  any  form  of  indexing  or 

percentage  increase  2.2  2.1 

Source  Questions  19a,  b,  c,  d,  e. 

Frcni  Table  25  it  is  ^jparent  that  there  was  a  definite  desire  amcxig 
respondents  to  have  these  benefits  fully  indexed,  but  the  preference  to 
have  the  increased  cost  paid  through  general  taxation  vould  suggest  that 
there  is  some  confusion  about  the  administration  of  these  pensions.  It 
may  be  that  there  is  an  "asked-first"  bias,  as  these  findings  contradict 
results  from  other  similar  questions. 


PROVISIONS  FOR  AND  ATTITUDES  TDWARDS  \DLUNTARY  RETIREMENT  INCOME 

In  order  to  ooirpare  respondents'  expectations  of  retirement  incomes 
and  the  actual  ways  in  vrfiich  they  were  saving  or  investing  to  provide 
income  in  retiresnent,  all  respondents  were  asked:  "What  sources  of  re- 
tirement income  do  you  (did  you)  expect  to  have  v*ien  you  retire (d)?"  In 
total,  nineteen  ^aecific  ways  in  v^iich  a  person  could  save  or  invest  (or 
earn  or  inherit)  money  to  provide  for  retirement  inccxne  were  read  to  the 
respondent.  In  addition,  for  each  source  of  expected  income,  respondents 
were  asked  if  they  or  their  ^xxise,  or  both,  had  made  contributions.  The 
eight  most  mentioned  sources,  excluding  government  related  sources,  are 
shown  in  Table  26. 

•Hie  single  most  frequently  mentioned  source  of  retirement  income 
was  a  personally  owned  home  (average  65.5  per  cent).  This  as  a  source 
of  inccnie  has  many  possibilities;  for  example,  the  retired  might  live 
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rent-free,  sell  the  home  upon  retirement,  or  rent  part  or  all  of  their 
home  to  provide  inccsne.  More  than  half  the  respondents  expected  to  save 
money  for  retirement,  and  an  additional  30.4  per  cent  stated  that  they 
expected  incone  frcm  investments.  As  has  been  shown  else\^ere,  expecta- 
tions rise  as  annual  incones  rise.  In  general,  the  expectations  of  the 
35  to  54  age  group  were  narginally  higher  than  those  of  younger  or  older 
people  (Table  27).  The  35  to  54  age  group  were  counting  on  a  personally 
owned  home  as  the  single  largest  investment  they  have. 

Table  26 

Sources  of  Expected  Retirement  Income,  by  Tbtal  Family  Income 


Total  ] 

Eamily  income 

Under 

$6,000- 

-  $10,000- 

$14,000- 

$20,000 

$6,000 

$9,999 

$13,999 

$19,999 

or  more 

Average 

(Per  cent) 

Ccmpany  employee 

pension 

19.2 

36.9 

52.3 

58.0 

61.6 

51.2 

Insurance  ccsnpany 

annuities 

10.9 

7.5 

16.9 

20.5 

29.9 

21.3 

RRSPs 

3.9 

4.3 

19.7 

26.9 

41.9 

26.1 

Savings 

39.8 

49.2 

61.6 

60.1 

73.0 

61.9 

Investment  incone 

10.9 

20.2 

29.6 

36.6 

54.7 

38.9 

Post-retirement 

employment 

2.6 

6.9 

7.0 

16.5 

22.5 

13.6 

Inheritance 

2.6 

5.4 

6.4 

6.6 

18.1 

10.5 

Personally  cwned 

home 

52.6 

46.4 

59.8 

70.3 

75.9 

65.5 

Source  Questions  2a,  b,  c,  d. 


Table  27 

Sources  of  Expected  Retirement  Income  by  Age  Group 


Age  group 

18-34 

35-54 

55 

and  over 

Average 

(Per  cent) 

Conpany  enployee  pension 

50.3 

54.8 

48.4 

51.2 

Insurance  conpany 

annuities 

27.4 

25.0 

11.5 

21.3 

RRSP 

27.1 

33.1 

18.3 

26.1 

Savings 

62.5 

62.4 

61.0 

61.9 

Investment  incone 

39.1 

42.9 

34.4 

38.9 

Post-retirement  onployment 

19.5 

15.4 

6.0 

13.6 

Inheritance 

15.7 

12.0 

3.8 

10.5 

Personally  owned  home 

58.7 

73.3 

64.1 

65.5 

Source  Questions  2a,  b,  c,  d. 

Table  28  shows  the  expected  retirement  income  fron  eight  sources  by 
contributor  and  by  sex.  Males  decidedly  expected  incone  fron  their  own 
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contributions,  with  savings  and  a  personally  owned  home  partially  as  a 
result  of  both  spouses  contributing;  females  expected  the  majority  of 
their  retirement  income  from  both  spouses'  contributions. 

Table  28 

Sources  of  Contributors'  Expected  Retirement  Income  by  Sex 


Contributions 

Male 

Own 

Female 
Spouse  Both 

Average 

Total 

Own 

Spouse 

Both 

Average 

average 

Company 

50.5 

2.0 

8.0 

64.4 

12.4 

18.1 

6.8 

37.8 

51.2 

plan 

Annuities 

21.0 

.6 

2.4 

24.8 

4.6 

7.8 

5.2 

17.7 

21.3 

RRSPs 

23.8 

.8 

4.6 

30.5 

6.6 

8.6 

6.5 

21.9 

26.2 

Savings 

35.2 

.4 

24.7 

64.7 

13.6 

11.5 

32.0 

59.0 

61.9 

Invest- 

ments 

27.4 

.4 

13.1 

43.1 

7.7 

8.2 

17.7 

34.6 

38.9 

Job  in 

retire- 

ment 

12.1 

.4 

3.2 

16.8 

3.0 

3.0 

4.1 

10.3 

13.6 

Inheri- 

tance 

5.9 

- 

2.8 

10.2 

3.7 

1.4 

4.5 

10.7 

10.5 

HoTie 

27.0 

.8 

31.3 

64.9 

9.6 

10.1 

44.0 

66.1 

65.5 

Source  Questions  2a,  b,  c,  d. 

Examination  of  these  expected  sources  by  "never  marrieds"  and  "mar- 
rieds"  revealed  some  interesting  differences  (Table  29).  The  never  mar- 
rieds, mostly  younger  people,  did  not  expect  to  own  their  own  home  to 
the  same  extent  as  those  now  married  and  have  higher  expectations  of  in- 
heritance -  again  a  reflection  of  age. 

Table  29 

Expected  Sources  of  Retirement  Income  of  Marrieds  and  Never  Married 


Never  Married 


Married 


Number  of  respondents 

Conpany  employer  pension 

Insurance  company  annuities 

RRSPs 

Savings 

Investment  incc»Tie 

Post-retirement  employment 

Inheritance 

Personally  owned  home 


137 

48.4 
30.3 
4.4 
62.9 
42.3 
16.0 
16.7 
39.0 


(Per  cent) 


710 

55.2 
28.7 
4.7 
64.6 
41.2 
15.4 
10.0 
72.9 


Source  CXiestions  2a,  b,  c,  d. 


When  expectations  were  broken  down  by  employment  status,  very  few 
differences  were  found  between  self-employed  and  employed  by  another, 
with  exception  of  anticipated  company  pensions  (Table  30). 
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Table  30 

Sources  of  Expected  Retirement  Inccxrie,  by  Ehiployment  Status 


Not  in 

the 

In 

the 

labour 

force 

labour  force 
Retired  Others 

Average 

Self-eiiployed  Enployed  Unenplcyed 

(Per  cent) 

Conpany  plan    16.4 

59.6 

17.2 

51.9 

39.5 

51.2 

Annuities      23.3 

25.3 

28.7 

10.9 

19.0 

21.3 

RRSPs          38.3 

32.4 

31.5 

10.9 

24.0 

26.2 

Savings        63.3 

62.5 

70.1 

58.0 

64.0 

61.9 

InvestiT>ents     53 . 3 

42.3 

32.8 

35.0 

36.1 

38.9 

Job  in 

retirement     21 . 7 

16.8 

28.7 

3.0 

12.4 

13.6 

Inheritance     11.7 

11.2 

17.2 

5.1 

11.8 

10.5 

Home          70.0 

68.0 

58.6 

55.8 

69.8 

65.5 

Source  Question  2. 

The  high  incidence  of  self-eirployed  expecting  incomes  from  volun- 
tary contributions  reflects  the  lack  of  planned  pension  incanes  for  this 
group.  But  again,  all  segments  planned  en  owning  their  cwn  heme. 

Later  en  in  the  questionnaire,  respondents  were  asked  how  they  vere 
actually  saving  for  retirement  inceme  (Table  31). 


Table  31 

Ways  in  Which  Respondents  Are  Now  Saving  for  Retirement(a) 


Insurance 

Personally 

company 

owned 

annuities 

RRSPs 

Savings 

Investments 

hone 

In  the  labour  force 
Self-employed  27.0 

Employee  20.9 

Unenployed  20.1 


(Per  cent) 

38.5     61.5 

46.7 

75.4 

27.7     60.8 

36.2 

63.0 

22.9      57.3 

22.9 

34.4 

Not  in  the 

labour  force 

Retired 

7.9 

13.3 

61.3 

30.2 

61.3 

Others 

11.2 

13.6 

46.9 

26.7 

56.9 

Average 

16.1 

21.3 

57.4 

32.2 

59.4 

a  Conpany  orployer  pension  is  not  included  because  it  was  not  listed  as 
a  way  of  saving  in  this  question  and  was  explored  in  detail 
elsevdnere. 

Source    Question  2e  to  j. 
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As  expected,  a  personally  owned  home  was  very  high  on  the  list  of 
ways  to  save  except  among  currently  unemployed,  but  even  the  unemployed 
were  saving  directly  for  their  retirement  to  a  larger  extent  than  indi- 
rectly through  investments. 

When  these  five  sources  of  retirement  income  were  compared,  some 
differences  emerged  (Table  32).  In  saiie  instances,  expectations  exceeded 
reality.  Por  example,  expectations  among  the  unemployed  were  high  (70.1 
per  cent),  but  only  57.3  per  cent  were  actually  saving.  On  the  other 
hand,  more  self-employed  were  saving  for  a  home  than  were  reported  ex- 
pecting incane  from  this  source.  Basically,  the  retired  appeared  to 
have  been  sanewhat  disappointed  in  their  expectations,  as  were  those  not 
now  in  the  labour  force,  except  for  their  own  Ixxne  and  savings.  Those 
who  were  not  now  saving  for  retirement  reported,  en  the  whole,  that  they 
just  did  not  have  inccme  available  to  put  aside  because  there  were  de- 
mands on  their  money. 

Table  32 

Conparison  of  Expected  and  Saved  for  Retirement  Incone 


In  the 

labour  force 

Not  in 

labour 

Retired  i 

the 
force 

Self-employed  Employee  Unemployed 

Others 

Insurance  company 
annuities 
Expect 
Saving  for 

23.3 
27.0 

25.3 
20.9 

28.7 
20.1 

(Per  cent) 

10.9 
7.9 

19.0 
11.2 

RRSPs 
Expect 
Saving  for 

38.3 
38.5 

32.4 
27.7 

31.5 
22.9 

10.9 
13.3 

24.0 
13.6 

Savings 
Expect 
Saving  for 

63.3 
61.5 

62.5 
60.8 

70.1 
57.3 

58.0 
61.3 

64.0 
49.9 

Investments 
Expect 
Saving  for 

53.3 
46.7 

42.3 
36.2 

32.8 
22.9 

35.0 
30.2 

36.1 
26.7 

Personally  owned 
hone 
Expect 
Saving  for 

70.0 
75.4 

68.0 
63.0 

58.6 
34.4 

55.8 
61.3 

69.8 
56.9 

Source  Questions  2e  to  j. 

II 

Seme  questions  were  asked  respondents  about  "locking-in,"  "vesting, 
and  withdrawal  of  pension  contributions  in  employer  pension  plans .  The 
basic  question  was  i^^at  should  be  done  with  contributions  when  contrib- 
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uting  and/or  non-contributing  eirployees  leave  an  employer  before  retire- 
ment age.  Respondents  were  asked  whether  employees  should  be  required 
to  leave  any  portion  of  oDntributions  in  the  plan  and  v^rt^ether  employers 
should  be  required  to  leave  any  portion  of  their  contributions  in  the 
plan  at  that  time   (Table  33). 

Respondents  were  slightly  more  inclined  to  require  employers  to 
leave  contributions  in  the  plans  than  were  employees.  However,  they 
were  evenly  split  on  employees'  contributions.  Those  respondents  who 
stated  that  they  wDuld  receive  a  pension  (347)  were  more  in  favour  of 
leaving  eirployee  contributions  in  the  company  pension  plan  (56.6  per 
cent)  than  were  other  segments  of  the  sample  (average  49.3  per  cent). 
Self-enployed  respondents  were  much  less  likely  to  favour  this  approach 
(34.5  per  cent)  than  other  respondents,  perhaps  because  there  are  fewer 
pension  plans  cpen  to  them.  The  self-employed  were  less  likely  to  fa- 
vour leaving  employers'  contributions  in  pension  plans  (43.4  per  cent) 
than  the  average  respondent  (58.4  per  cent),  while  those  who  were  to 
receive  a  pension  were  significantly  more  in  favour  of  this  proposition 
(68.8  per  cent)   than  the  average  respondent   (58.4  per  cent). 

Table  33 

Attitudes  towards  Leaving  Employee  and/or  Employer  Contributions  in 
Ccmpany  Pension  Plans 


Employee ' s 

Employer ' s 

contributions 

contributions 

Number  of  respondents 

998 

(Per  cent) 

998 

Contributions  should  be  left  in  plan 

Yes 

49.4 

58.4 

No 

48.6 

38.6 

Did  not  know/No  answer 

2.0 

3.0 

Source     Questions  5a,   6a. 

Of  those  vtio  agreed  that  some  portion  of  the  contributions  should 
be  left  in  the  pension  plan,  the  average  amount  was  approximately  75  per 
cent  for  both  employee  and  employer  contributions  (Table  34).  Those 
respondents  vi^o  had  never  been  married  advocated  leaving  less  of  the 
enployee's  contributions  in  the  pension  plan  (61.1  per  cent)  than  the 
average,  and  those  v*io  were  to  receive  a  pension  wished  considerably 
more  retained  in  the  plan  (80.5  per  cent)  than  the  average.  The  next 
question  asked,  if  some  portion  of  the  contributions  should  remain  in 
the  plan,  whether  the  age  at  \4iich  the  employee  left  the  oonpany  should 
be  a  criterion  (Table  35).  Ihe  majority  (68.4  per  cent)  did  not  feel 
that  age  should  be  considered,  cnce  the  principle  of  leaving  a  portion 
of  an  Qnployee's  contributions  in  the  pension  plan  was  established. 
Those  v*io  felt  age  should  be  a  criterion  said  that,  on  average,  an  em- 
ployee should  be  at  least  45  years  of  age  at  severance  before  being  re- 
quired to  leave  a  portion  of  contributions  in  that  company's  pension 
plan.     An  even  higher  percentage  of  respondents   (72.8  per  cent)    did   not 
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feel  age  should  be  taken  into  consideration  when  leaving  a  portion  of 
the  employer's  cxsrtributions  in  a  pension  plan,  if  an  employee  left  be- 
fore retirement;  19.1  per  cent  who  felt  that  age  should  be  considered 
thought  the  employee  should  be  at  least  46  years  of  age. 

Table  34 

Proportion  of  Contributions  to  be  Retained  by  Those  Who  Agreed 

Contributions  Should  Remain  in  the  Plan 


Employee ' s 
contributions 


Employer ' s 
contributions 


Number  of  respondents 

Amount  that  should  be  left 

25  per  cent 

50  per  cent 

75  per  cent 

100  per  cent 

Did  not  know/Not  applicable 
Average 


492 


583 


(Per  cent) 

14.2 

10.8 

24.9 

23.7 

5.7 

4.0 

52.2 

59.0 

3.0 

2.5 

74.7 

78.5 

Source  Qjestions  5b,  6b. 


Table  35 

Age  as  a  Criterion  of  Leaving  Contributions  in  Ccmpany  Pension  Plans,  by 

Respondents  Who  State  that  Contributions  Should  Be  Left  in  Plan 


Employee ' s 
contributions 


Employer ' s 
contributions 


Number  of  respondents 

Age  should  be  a  criterion 

No 

Yes 

Did  not  know/Not  applicable 
Average  age  given  by  those 
stating  age  should  be  a  criterion 


492 


(Years) 


45.1 


583 


(Per  cent) 

68.4 

72.8 

24.4 

19.1 

7.2 

8.1 

46.4 


Source  Questions  5c,  6c. 


Next,  respondents  were  asked  if  the  number  of  years  the  employee 
had  worked  for  the  company  should  be  a  qualifier  (Table  36).  Again  most 
(63.7  per  cent  for  employee's  contributions,  and  60.5  per  cent  for  em- 
ployer's contributions)  did  not  consider  length  of  service  to  be  a  nec- 
essary criterion.  The  self-employed  were  slightly  more  emphatic  than 
the  average  respondent  about  applying  length  of  service  conditions  to 
employee's  contributions;  71.4  per  cent  said  the  requirement  should 
apply  no  matter  how  long  the  employee  had  worked  for  the  company.  Those 
who  believed  length  of  service  should  be  a  factor  in  the  decision  to  re- 
tain employee  contributions  or  not  had  an  average  tenure  with  a  company 
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(Per  cent) 

63.7 

60.5 

28.5 

33.2 

7.8 

6.3 

of  11.7  years;  when  considering  anployer  contributions,  their  tenure  was 
10.8  years. 

Table  36 

Length  of  Service  as  a  Criterion  of  Leaving  Contributions  in  Company 
Pension  Plan,  by  Respondents  Who  Agreed  that  Contributions  Should  Be 
Left  in  Plan 

Employee ' s       Enployer ' s 

contributions contributions 

Number  of  respondents  492  583 

Length  of  service  should  be  a  criterion 

No 

Yes 

Did  not  know/Not  applicable 
Average  service  of  those  stating  that  (Years) 

length  of  service  should  be  a  criterion 11.7 10.8 

Source  Questions  5d,  6d. 

Exploring  this  area  still  further,  respondents  were  queried  about  the 
idea  that  onployees  should  be  allowed  to  withdraw  an  employer's  contri- 
butions fron  a  plan  even  if  the  employees  themselves  did  not  contribute 
(Table  37). 

Table  37 

Respondents'  Attitudes  towards  Elnployees  Withdrawing  Eiiployer's  Contri- 
butions fron  a  Non-Contributory  Ffension  Plan 

Number  of  respondents  998 

(Per  cent) 
Employees  should  be  allowed  to  withdraw 

Yes  38.8 

No  49.8 

Did  not  know/No  answer 11.4 

Source  Question  7a. 

Here  we  saw  a  slight  reversal.  The  majority  (approximately  50  per 
cent)  did  not  see  this  as  a  viable  situation,  and  11.4  per  cent  would 
not  venture  an  opinion.  Of  those  v^^o  thought  that  employees  should  be 
allowed  to  withdraw  employers'  contributions  from  non-contributory 
plans,  the  average  acceptable  withdrawal  was  nearly  80  per  cent  of 
contributions  (Table  38). 

When  asked,  as  in  the  previous  question,  if  age  should  be  a  factor, 
most  respondents  v*io  thought  employees  should  be  allowed  to  withdraw  did 
not  think  that  age  upon  leaving  the  company  should  be  considered  (Table 
39).  Of  those  v^o  thought  age  should  be  a  factor,  49  was  considered  the 
average  age  considered  appropriate. 
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387 

(Per  cent) 

7.4 

26.2 

3.1 

58.8 

4.5 

79.7 

Table  38 

Proportion  of  Withdrawable  Contributions  from  a  Non-Contributory  Plan, 

by  Ihose  Stating  that  They  Should  Be  Allowed  to  Withdraw 

Number  of  respondents 

Amount  of  withdrawable  contribution 

25  per  cent 

50  per  cent 

75  per  cent 

100  per  cent 

Did  not  know/No  answer 
Average 

Source  Question  7b. 


Table  39 

Age  as  a  Criterion  of  Einployees  Being  Allowed  to  Withdraw  from  a  Non- 
Contributory  Pension  Plan 

Number  of  respondents  387 

(Per  cent) 
Age  should  be  a  criterion 

Yes  12.3 

No  82.0 

Did  not  know/No  answer  5.7 

(Years) 
Average  age  specified  48.6 

Source  Question  7c. 

Length  of  service  in  this  situation  was  also  not  thought  to  be  a 
necessary  criterion  for  withdrawal  of  employees  contributions.  However, 
those  vtio  thought  length  of  service  should  be  considered  stated  that  the 
employee  should  have  worked  for  the  conpany  an  average  of  three  years 
(Table  40). 

Respondents  were  asked  specifically  ahxDut  current  and  past  owner- 
ship of  RRSPs  (Table  41).  As  with  other  voluntary  savings  and/or  in- 
vestments, self-enployed  respondents  reported  a  greater  incidence  of 
RRSP  ownership  than  the  average  respondent. 

In  Table  42  ownership  of  RRSPs  is  shown  by  age,  sex,  and  income. 
More  males  than  females,  more  respondents  with  higher  incomes,  and  more 
respondents  fron  the  35  to  54  age  group  reported  ownership  of  RRSPs. 
These  respondents  also  owned  slightly  more  RRSPs  than  the  average  re- 
spondent. As  with  other  savings  and  investments,  the  amount  of  discre- 
tionary incone  was  directly  related  to  financial  planning. 
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Table  40 

Length  of  Service  as  a  Criterion  of  Elnployees  Being  Allowed  to  Withdraw 

Contributions  from  a  Non-Contributory  Pension  Plan 


Number  of  respondents 

Length  of  service  is  a  criterion 
Yes 
No 
Did  not  know/Not  applicable 

Average  length  of  service  specified 


387 
(Per  cent) 

26.3 
67.9 

5.8 
(Years) 

2.6 


Source  Question  7d. 


Table  41 

Incidence  of  RRSP  CWnership  by  Elnployment  Status 


Average 

Have 

nurnber  of 

RRSPs 

Did  have 

RRSPs 

now 

RRSPs 

cwned 

(Per  cent) 

40.1 

5.5 

1.6 

27.1 

3.5 

1.4 

17.2 

3.5 

1.6 

12.7 

6.2 

1.6 

15.6 

2.1 

1.2 

22.0 

3.7 

1.5 

In  the  labour  force 

Sel f-employed 

Employed  by  another 

Unemployed 
Not  in  the  labour  force 

Retired 

All  Others 
Average 


Source  (Xiestions  2e,  f,  g,  h,  i. 

Those  respondents  v\rtio  reported  RRSP  ownership  were  asked  if  they 
had,  in  addition  to  RRSP  investments,  an  employer  pension  plan,  a  de- 
ferred profit-sharing  plan,  or  a  Registered  Retirement  Investment  Fund 
(RRIF)  (Table  43).  The  incidence  of  RRIF  ownership  was  unexpectedly 
high,  as  this  plan  has  only  recently  become  available.  Perhaps  there 
was  scffne  confusion  with  the  terminology  as  other  registered  inccme  funds 
obtainable  fron  financial  institutions  or  insurance  companies  might  have 
been  mistakenly  identified  as  RRIFs. 

Respondents  with  current  or  past  RRSPs  were  asked  what  they  planned 
to  use  (or  did  use)  the  money  for  (Table  44).  For  easier  analysis,  re- 
sponses to  this  question  were  calculated  out  of  the  total  number  of 
RRSPs  owned;  that  is,  248  respondents  owned  a  total  of  358  RRSPs  over 
time.  In  total,  80.1  per  cent  of  the  RRSPs  will  be  used  or  were  being 
used  for  retirement  purposes.  More  men  than  vonen  reported  the  main  use 
was  for  retirement,  as  did  wore   respondents  in  the  35  to  54  age  group. 
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Table  42 

Incidence  of  RRSP  Ownership,  by  Age  Group,  Sex,  and  Income 


Average 

Have 

Did 

number  of 

RRSPs 

have 

RRSPs 

now 

RRSPs 

Owned 

(Per  cent) 

15.6 

2.0 

1.2 

30.4 

4.8 

1.6 

19.5 

4.5 

1.4 

25.6 

5.1 

1.6 

18.2 

2.5 

1.3 

1.3 

2.6 

1.0 

5.4 

3.9 

1.1 

15.7 

4.2 

1.1 

21.7 

4.8 

1.3 

34.4 

4.5 

1.6 

Age  group 
18  -  34 
35  -  54 
55  + 

Male 
Female 

Incone 

Under  $6,000 
6,000-9,999 
10,000-13,999 
14,000-19,999 
20,000  and  over 


Average 


22.0 


3.7 


1.5 


Source     (Xiestion  2, 


Table  43 

Incidence  of  Ownership  of  Other  Plans  in  Addition  to  RRSPs 

Number  of  respondents  owning  RRSPs         248 

(Per  cent) 
Have  an  anployer  pension  plan  51.5 

Have  a  deferred  profit-sharing  plan         8.2 

Have  a  registered  retirement  investinent  fund  6.9 

Source  Question  2i. 

As  with  government  related  incomes  and  pensions,  respondents  were 
asked  about  total  and  partial  indexing  of  pensions  for  federal  and  pro- 
vincial politicians,  civil  servants,  and  employers  (Table  45).  Respon- 
dents were  more  in  favour  of  total  indexing  than  any  other  proposition 
put  forward  in  this  area.  However,  the  preference  for  paying  for  index- 
ing through  general  taxation  was  at  variance  with  attitudes  stated  by 
these  respondents  in  other  areas.  An  "asked-f irst"  bias  is  possible  and 
should  be  taken  into  consideration  vixen   assessing  the  data. 

It  is  evident  that  respondents  were  more  in  favour  of  totally  in- 
dexing pensions  that  are  perceived  to  benefit  private-sector  employees 
rather  than  those  benefitting  public-sector  onployees.  Almost  2  out  of 
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every  10  respondents  did  not  want  elected  politicians  to  receive  any 
form  of  pension  indexing  or  increase.  Younger  respondents  (18  to  34) 
and  those  in  larger  population  centres  were  itore  in  favour  of  indexing 
federal  MP  pensions  than  were  others.  Older  respondents  (55  and  over) 
and  those  in  soni-rural  or  rural  areas  were  more  opposed  to  indexing 
these  pensions  than  were  the  retired  respondents.  As  far  as  provincial 
MPP  pensions  were  concerned,  nore  rural  residents  and  more  older  people 
were  again  opposed  to  total  indexing,  vAiile  people  in  larger  cities  and 
those  v*io  had  never  been  married  were  slightly  nore  in  favour  compared 
with  the  average  response.  Indexing  of  both  federal  and  provincial 
civil  service  pensions  was  not  favoured  as  much  by  those  widowed,  di- 
vorced, or  separated;  by  those  earning  under  $6,000  per  year;  or  by  re- 
tired respondents. 

Table  44 

Expected  Use  of  RRSPs  by  Age  Group,  Sex,  and  Inccrae 


Use  all 

Use  all 

Did 

for 

for 

Use 

not 

Total 

retire- 

other 

for 

state 

RRSPs 

inent 

purpoiies 

both 

use 

Number  of  RESPs 

358 

286 

33 

26 

12 

(Per  cpnt) 

(Number) 

Age  group 

18  -34 

19 

16 

9 

11 

1 

35  -54 

51 

55 

13 

10 

4 

55  + 

30 

29 

11 

5 

7 

Male 

64 

64 

21 

16 

9 

Female 

36 

36 

12 

10 

3 

Income 

Under  $6,000 

1 

1 

1 

- 

- 

6,000-9,999 

3 

2 

3 

1 

- 

10,000-13,999 

5 

4 

2 

2 

1 

14,000-19,999 

15 

14 

6 

5 

3 

20,000  and  over 

52 

56 

12 

11 

2 

In  labour  force 

Self-employed 

12 

13 

5 

2 

- 

Employed  by  another 

56 

56 

17 

16 

7 

Uneirployed 

3 

4 

1 

— 

— 

Not  in  labour  force 

Retired 

14 

13 

6 

4 

3 

All  others 

15 

15 

4 

4 

2 

Total  planned/actual 

use  of  RRSP 

100.0 

80.1 

9.3 

7.3 

3.4 

Source  Question  2h. 
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Corpany  or  employer  pensions  should  be  totally  indexed  as  far  as 
the  majority  (74.6  per  cent)  of  respondents  was  concerned.  The  self- 
employed  were  not  as  nuch  in  favour  as  those  employed  by  others  (64.8 
vis-a-vis  76.8  per  cent),  but  this  was  a  direct  reflection  of  the  low 
incidence  of  enployer  or  ocrpany  pensions  among  these  respondents.  Civil 
servants  were  also  not  as  favourably  disposed  towards  this  proposition 
(69.6  per  cent)  as  was  the  majority  of  respondents. 

Table  45 

Respondents'  Attitudes  towards  Ttotal  and  Partial   Indexing  of   Specific 

Types  of  Pensions 


Federal     Provincial     Civil 

MPs MPPs servants     Enployers 


998 
(Per  cent) 


Number  of  respondents 

Pensions  should  be  totally 

indexed  and  paid  for 

through  general  taxes        24.2     24.4      36.6      41.9 
Pensions  should  be  totally 

indexed  and  paid  for  through 

increased  contributions       9.6      9.7      12.4      16.4 
Pensions  should  be  totally 

indexed,  but  did  not  know 

how  to  fund  5.1      5.2       7.0       7.6 

Pensions  should  be  totally 

indexed,  but  not  funded  through 

taxation  or  increased 

contributions  6.5      6.4       8.2       8.6 

Ibtal  in  favour  of  total 
indexing  45.4     45.7      64.2      74.5 


Pensions  should  be  partially 
indexed  10.7 


10.6 


5.3 


3.2 


Pensions  should  have  per- 
centage increase 


3.6 


3.6 


2.3 


1.2 


Did  not  know  if  any  form  of 
indexing  or  increase  should 
be  provided 


20.4 


20.2 


17.1 


15.1 


Did  not  want  any  form  of  indexing 
or  percentage  increase 19.7 


19.7 


11.0 


5.9 


Source  Questions  19  a,  e. 

When  it  came  to  paying  for  the  increased  cost  of  fully  indexing 
federal  MPs  pensions,  24.2  per  cent  of  respondents  wished  this  cost  to 
be  assessed  through  general  taxation,  9.6  per  cent  through  increased 
contributions  from  contributors,  5.1  per  cent  did  not  know  how  to  pay 
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the  cost,  and  6.5  per  cent  wanted  these  pensions  fully  indexed  but  not 
through  the  two  alternatives  given.  Similar  attitudes  prevailed  towards 
provincial  MPPs  pensions.  However,  respondents  were  more  inclined  to 
pay  for  civil  servants'  and  employers'  pensions  through  increased  con- 
tributions (12.4  and  16.4  per  cent,  respectively).  Fewer  respondents 
wanted  partial  indexing  for  these  types  of  pensions  than  for  those  of 
MPs,  and  fewer  respondents  did  not  want  any  form  of  indexing  or  increase 
applied  to  civil  servant  and  onployer  pensions  (5.9  per  cent). 

Males  seemed  more  likely  to  want  all  fully  indexed  pensions  paid 
for  through  general  taxation  than  did  females,  and  younger  people  were 
more  in  favour  of  this  form  of  assessment  than  older  people.  Respond- 
ents' level  of  education  did  not  appear  to  influence  this  preference, 
but  income  did.  As  inccme  increased,  willingness  to  fund  all  types  of 
pensions  through  general  taxes  also  increased.  Age  was  also  a  factor  in 
respondents'  willingness  to  pay  for  full  indexing  through  increased  con- 
tributions. The  older  the  respondents  the  less  willing  they  were  to  pre- 
fer this  way  of  meeting  increased  costs.  Widowed,  divorced,  and  sep- 
arated respondents  were  less  likely  to  want  to  increase  contribution 
than  those  currently  married,  possibly  because  they  have  reduced  in- 
cones.  Again,  the  higher  the  income,  the  higher  the  preference  for  pay- 
ing through  increased  contributions,  and  those  vA\o  stated  they  would  re- 
ceive a  pension  were  less  in  favour  of  this  alternative  than  were  those 
who  wDuld  not. 

Of  the  447  respondents  vrfio  stated  that  they  were  to  receive  an  an- 
ployer  pension,  a  surprising  36.3  per  cent  stated  that  they  wished  to 
receive  more  information  about  their  pension  (Question  20c,  d).  Of 
these,  the  most  frequently  mentioned  desired  information  was  how  and 
v^ere  pension  fund  money  was  invested  and  how  much  pension  would  they 
receive.  Closely  following  these  questions  was  the  stated  desire  for 
all  available  information  on  pensions.  Retired  respondents  stated  the 
most  important  infonnation  was  the  exact  amount  of  pension  they  would 
receive. 


PROFILE  OF  RETIRED  RESPONDENTS 

In  view  of  the  fact  that  the  Commission  defined  the  retired  as 
those  v*io  receive  less  than  50  per  cent  of  their  total  income  from  paid 
employment  and  v*io  are  in  receipt  of  a  pension  other  than  for  a  disabil- 
ity, it  was  thought  that  this  segment  of  the  sample  should  be  analyzed 
in  isolation  to  provide  a  clearer  picture  of  "profiles"  of  retired  re- 
spondents. Therefore,  this  section  presents  detailed  research  findings 
as  they  relate  to  retirees  only,  and  any  meaningful  comparisons  with 
other  segments  of  the  sample  are  discussed  in  the  summary. 

In  total,  165  respondents  in  the  survey  qualified  as  retired,  99  of 
whom  were  male  and  66  were  female.  Only  3  were  under  55  years  of  age. 
About  30  per  cent  were  from  cities  with  a  population  of  500,000  or  over; 
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31  per  cent  were  from  smaller  cities  of  100,000  to  419,999;  16  per  cent 
were  from  centres  of  10,000  to  99,999;  and  23  per  cent  were  fran  centres 
of  10,000  population  and  under  and  rural  areas.  Most  (67  per  cent)  were 
now  married.  Excluding  44  respondents  who  did  not  state  their  income, 
the  average  total  personal  income  was  $6,900  per  year;  and,  on  average, 
these  respondents  had  been  retired  7.5  years.  Females  tended  to  have 
been  retired  longer  than  males  -  average  10.1  years  compared  with  6 
years  -  and  the  widowed,  separated,  and  divorced  an  average  of  11.4 
years.  On  average,  those  with  lower  incomes  had  been  retired  longer  than 
those  with  higher  incomes  (at  under  $6,000  annual  income,  the  average 
lengtli  of  retirement  was  9  years  and  at  $20,000  and  over  5.5  years). 
Those  with  lower  levels  of  education  had  been  retired  longer  than  the 
average  (8.2  years  to  7.5  years),  and  those  who  were  not  receiving  a 
company  pension  longer   (9.1  years)    than  those  v^o  were   (5.5  years). 

Retired  respondents  were  asked  what  sources  of  retirement  income 
frcni  government  and  related  areas  they  had  expected   (Table  46). 

Table  46 

Retirees'  Expected  Sources  of  Retirement  Income  from 

Government  Programs 

Number  of  respondents  165 

(Per  cent) 
CPP  74.0 

QAS  90.7 

GIS  18.1 

GAINS 10.8 

Source  Question  2a. 

It  should  be  noted  that  the  GIS  and  GAINS  expectations  were  proba- 
bly inflated  by  actual  receipt  of  benefits,  as  the  number  of  GIS  payouts 
is  double  the  sample  expectation  of  receipts  and  the  GAINS  payouts  are  2 
percentage  points  higher  than  the  expectations. 

Expected  sources  of  voluntary  retirement  incomes  show  that  the 
retired  had  lower  expectations  in  all  cases  than  the  survey  averages 
(Table  47). 

The  next  question  asked  respondents  to  state  the  contributor  to 
these  expected  incomes  (Table  48).  Both  partners  contributed  to  a  per- 
sonally owned  home  and  savings,  v^ile  CPP,  QAS,  employer  pensions,  and 
investment  income  derived  mainly  fran  a  respondent's  cwn  contributions. 

As  with  other  respondents,  the  retired  were  asked  to  report  their 
working  history,  starting  with  the  age  they  first  entered  the  labour 
force,  the  number  of  jobs  held,  the  length  of  time  in  each  job,  the 
length  of  time  between  jobs,  and  the  reasons  for  these  hiatuses  in  their 
working  careers.  Of  the  165  retired  respondents,  9  stated  that  they  had 
never  worked  and  the  156  who  had  wDrked  gave  an  average  age  upon  enter- 
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ing  the  work  force  of  21.  The   average  number  of  jobs  reported  was  3.34 
per  retired  respondent  (Table  49). 

Table  47 

Retirees'  Expected  Sources  of  Retirement  Income  from  Non-government 

Programs 


Number  of  respondents 

Corpany/esnnployer  pensions 

Insurance  ccsnrpany  annuities 

RRSPs 

Savings 

Investment  income 

Personally  owned  hcgte 


165 
(Per  cent) 
51.9 
10.9 
10.9 
58.0 
35.0 
55.8 


Source  Question  2. 


Table  48 

Sources  of  Contributions  to  Retirees'  Expected  Incomes 


Own 


Spouse ' s    Both 


CPP 

OAS 

CIS 

GAINS 

Ccnpany/Enployer  pension 

Insurance  oonpany  annuities 

RRSPs 

Savings 

Investment  inccme 

Personally  owned  hcsve 


(Per  cent) 

55.0 

9.3 

7.9 

49.2 

6.9 

18.2 

9.0 

1.8 

3.0 

5.4 

1.2 

.6 

40.8 

9.3 

1.2 

7.9 

2.4 

- 

7.3 

1.8 

1.8 

32.0 

4.2 

17.6 

20.5 

4.2 

8.5 

22.9 

4.2 

27.5 

Source  Questions  2b,  c,  d. 

The  average  number  of  jdbs  held  by  the  retired  people  in  our  sample 
is  only  slightly  higher  (3.34)  than  the  average  (3.25).  Note,  however, 
that  by  the  end  of  the  sixth  job,  91  per  cent  of  the  respondents  had 
left  the  labour  force  for  good.  At  the  10- job  level,  only  2  currently 
retired  respondents  were  still  in  the  labour  force.  The  time  between 
jobs  also  decreased  significantly  from  job  to  job,  with  respondents 
taking  a  fair  length  of  time  between  jobs  2  and  3,  and  3  and  4. 

Einployer  history  and  opportunity  to  take  advantage  of  a  pension 
plan  was  broken  down  by  number  of  employers,  not  by  any  demographic 
criteria;  therefore,  there  was  no  opportunity  to  examine  the  retired 
respondents'  answers  (Questions  4b  to  n) .  From  Question  2j,  we  were 
able  to  ascertain  that  no  one  had  a  deferred  profit-sharing  plan,  1 
person  had  a  RRIF,  and  18  people  had  an  enployer  pension  in  addition  to 
an  RRSP.  Only  18  per  cent  of  retired  people  reported  current  or  previous 
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ownership  of  RRSPs,  and  these  30  people  reported  owning  an  average  of 
1.6  RRSPs.  When  asked  to  what  purpose  these  RRSP  benefits  were  to  be 
used,  73.5  per  cent  of  RRSP-owning  respondents  said  all  was  being  used 
for  retirement,  12.2  per  cent  stated  they  were  using  the  money  for  other 
purposes,  and  8.2  per  cent  were  spending  partly  on  retirement  and  partly 
for  other  purposes. 

Table  49 

Incidence  of  Job  Mobility  among  Retired  Respondents  Who  Held  at  Least 

One  Job 

1st   2nd   3rd   4th   5th   6th 

Number  of  respondents  155   114    89    57    35   25 

(Per  cent) 
Did  not  leave  job  ______ 

Left  job 
Did  not  leave  labour  force 

Did  not  find  work  ______ 

Found  work  immediately  52.9  50.9  47.2  38.6  48.6  32.0 

Found  wDrk  after  one  nonth 

or  more  7.7  10.5   4.5  10.5  11.4  8.0 

Left  labour  force 

Returned  to  WDrk  12.9  16.7  12.4  12.3  11.4  16.0 

Did  not  return  to  work  26.5  21.9  36.0  38.6  28.6  44.0 

Cumulative  total  leaving 
labour  force  26.5  42.6  63.2  77.4  83.9  91.0 


Average  duration  of  all  jobs 
Average  length  of  time  between  jobs 
Source  Questions  3c-e,  4a. 

Respondents  were  also  asked  in  v^at  way  or  ways  they  had  saved  for 
their  retirement  (Table  50).  Although  only  10.9  per  cent  of  these  re- 
spondents stated  that  they  expected  to  have  RRSP  benefits,  in  actual 
fact  13.3  per  cent  had  invested  in  these  plans.  While  58  per  cent  ex- 
pected to  have  savings  available,  61.3  per  cent  actually  had  saved  funds 
for  use  in  retirement;  and  v^iile  55.8  per  cent  expected  to  own  their  cwn 
home,  61.3  per  cent  were  in  their  own  hone.  Some  35  per  cent  of  the  re- 
tired expected  to  invest  for  future  benefits  but  actual  investment  was 
reported  by  cnly  30.2  per  cent  of  then.  However,  it  is  interesting  to 
note  that  this  generation  did,  in  fact,  make  an  effort  to  provide  for 
themselves  in  their  old  age,  basically  through  savings  and  buying  a 
house.  Chly  26  people  or  15.7  per  cent  of  the  retired  respondents  stated 
that  they  had  not  put  money  aside  for  retirement  purposes.  The  most 
frequently  mentioned  reason  for  not  saving  was  that  they  had  "no  money 
available  to  save."  The  next  most  mentioned  reason  (19.2  per  cent)  was 
that  there  were  too  many  other  priorities  (Question  2k). 
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(Years) 

11.26 

6.98 

7.26     6.71 

5.23  5.39 

.60 

.72 

.72        .46 

.26      .20 

Table  50 

Retirees'  Methods  of  Saving  for  Retirement 

Number  of  respondents  165 

(Per  cent) 

Government  annuities  6.7 

Union  pensions  1.8 

Insurance  catipany  annuities  7.9 

RRSPs  13.3 

Credit  union  annuities  1.8 

Savings  61 . 3 

Investments  30.2 

Personally  cwned  home  61.3 

Other  2.4 

Did  not  save 15.7 

Source  Question  2 

Respondents'  answers  to  questions  about  the  rights  of  employees  to 
withdraw  contributions  from  pension  plans,  v^iether  contributory  or  non- 
contributory,  and  also  about  plans  that  would  require  both  anployee  and 
employer  to  leave  all  or  part  of  their  contributions  in  the  pension 
funds  when  the  employee  left  the  company  before  the  age  of  retirement 
are  shown  in  Tables  51  and  52. 

Table  51 

Retirees'  Attitudes  towards  Leaving  Contributions 

in  Pension  Plan 


Number  of  respondents 

165 

(Per  cent) 

Contributions  should  be  left  in  plan 

Yes 

51.1 

No 

43.2 

Did  not  know/No  answer 

5.7 

Source  Qjestions  5a-d. 

Table  52 

Proportion  of  Contributions  that  Should  Be  Left  in  Pension 

Plan 

Number  of  respondents  84 

(Per  cent) 
Proportion  of  contributions  that 
should  be  left 

25  per  cent  13.0 

50  per  cent  15.4 

75  per  cent  3.6 

100  per  cent  64.5 

Average  that  should  be  left 40.4 

Source  Questions  5a-d. 
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Half  of  the  retired  believed  that  some  portion  of  an  employee's  pension 
contributions  should  be  left  in  the  plan  and,  on  average,  40.4  per  cent 
was  the  amount  that  respondents  believed  should  be  left. 

When  asked  if  this  condition  should  apply  no  matter  at  v*iat  age  the 
enployee  left  the  company,  68  per  cent  of  respondents  replied  that  age 
should  not  be  a  criterion;  21.3  per  cent  thought  that  age  should  be  con- 
sidered and  thought  the  average  age  should  be  63.8  years,  a  figure  that 
is  much  higher  tlian  the  average  of  45.1  years  given  by  the  total  sample. 
Respondents  were  also  asked  if  employees  should  be  required  to  leave  a 
portion  of  their  contributions  in  the  plan  no  matter  how  long  they  had 
worked  for  the  company.  Retired  people  stated  the  employee  should  have 
worked  for  the  company  for  at  least  11.1  years.  Ihe  same  questions  were 
asked  about  onployers'  contributions  to  a  pension  plan  on  behalf  of  the 
enployee  (Table  53).  Respondents  on  the  whole  felt  that  a  portion  of 
the  enployer's  contributions  should  be  left  in  the  plan,  no  matter  how 
old  or  long-service  the  einployee. 

Table  53 

Retirees'  Criteria  for  Einployers  Leaving  Contributions  in 
Conpany  Plan 


Number  of  respondents 

165 

(Per  cent) 

Enployer  should  leave  contribution 

in  plan 

Yes 

59.6 

No 

35.0 

Average  that  should  be  left  in  plan 

80.3 

Age  should  be  a  criterion 

No 

70.5 

Yes 

18.3 

Average  age  when  employee  leaves 

company  at  which  condition 

should  apply 

44.3  years 

Length  of  service  should  be  a  criterion 

No 

62.4 

Yes 

26.4 

Average  number  of  years  employee 

should  have  worked  for  ccjipany 

9.3 

Source  Questions  6a-d. 

In  answer  to  the  next  question  -  whether  the  employee  should  have 
the  right  to  withdraw  contributions  made  by  the  employer  when  the  em- 
ployee had  not  contributed  to  the  plan  -  37.8  per  cent  of  the  respond- 
ents said  that  the  employee  should  be  allowed  to  withdraw  at  least  78.5 
per  cent  of  the  contribution,  80.8  per  cent  of  those  who  felt  they 
should  be  allowed  to  withdraw  felt  this  condition  should  apply  no  matter 
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at  what  age  the  enployee  left  the  cxrsnpany.  Those  v^o  felt  age  should  be 
a  criterion  said  the  employee  should  be  at  least  47  years  of  age;  69.6 
per  cent  of  respondents  thought  this  condition  should  apply  no  matter 
how  long  the  employee  had  worked  for  the  conpany,  hxat  19.2  per  cent  be- 
lieved that  length  of  service  should  be  a  criterion  and  that  the  em- 
ployee should  have  worked  for  the  ocmpany  at  least  2.5  years  (Questions 
7a-d). 

Retired  people,  v*ien  asked  v^at  they  thought  the  current  maximum 
CPP  payment  to  a  single  person  per  month  was,  displayed  more  knowledge 
than  the  average  respondent  in  the  sample:  40.5  per  cent  correctly 
identified  that  range  as  being  between  $100  to  $199  per  month;  and  27.4 
per  cent  incorrectly  estimated  the  amount  (Questions  8a,b).  They  were 
asked  if  they  thought  that  the  actual  benefit  of  $194.44  was  too  high, 
about  right,  or  too  low.  Surprisingly,  41.8  per  cent  of  the  retired 
thought  this  payment  was  about  right;  43.8  per  cent  thought  it  was  too 
low;  and  1.8  per  cent  thought  it  was  too  high. 

The  next  question  asked  these  retired  people  if  their  needs  for  in- 
come for  their  cwn  consumption  had  increased,  decreased,  or  remained  the 
same  since  they  retired  (Table  54 ) . 

Table  54 

Post-Retirement  Incone  Needs 

Number  of  respondents  165 

(Per  cent) 
Income  needs 

Increased  62.8 

Decreased  6.1 

Remained  the  same  30.5 

Did  not  know/No  answer ^6 

Source  Question  8c. 

Those  v*io  replied  that  their  income  needs  had  increased  or  de- 
creased vfere  asked  what  was  the  major  factor  that  caused  their  needs  to 
change  (Question  8d).  "Biose  viho  stated  their  incone  needs  had  decreased 
gave  "clothing  needs  are  less"  (60  per  cent),  "car  expenses  are  less" 
(10  per  cent) ,  and  the  remaining  30  per  cent  either  did  not  know  exactly 
v^y  or  did  not  state,  "fliose  who  stated  their  income  needs  had  increased 
gave  "inflation  and  the  oost  of  living"  as  the  major  factor  (97.1  per 
cent) .  Respondents  v^o  stated  that  inflation  or  the  rise  in  cost  of 
living  had  affected  their  standard  of  living  claimed  that  they  "now  had 
to  scrimp  c«  everything"  (35.6  per  cent),  "food  cost  more"  (24.3  per 
cent),  and  it  was  "difficult  to  maintain  pre-retirement  standards"  (22.3 
per  cent)  as  the  major  ways  in  which  their  way  of  life  had  been  affected 
(Question  8c) . 

On  the  average,  94  respondents  stated  they  v^re  receiving  68.4  per 
cent  of  their  pre-retirement  incone  (Question  8f).   Most  of  those  who 
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were  receiving  over  half  of  their  pre-retirement  income  were  male,  and 
59.2  per  cent  of  the  retired  respondents  would  have  been  prepared  to  pay 
higher  contributions  to  the  CPP  in  order  to  receive  higher  benefits  at 
age  65   (Question  8g). 

Itie  next  questions  explored  various  aspects  of  CPP  and  OAS  pro- 
grams. Ttie  first  question  asked  respondents  if  they  believed  a  person 
vrtK>  elected  to  retire  early  (prior  to  age  65)  should  receive  benefits 
immediately  upon  retirement  or  at  age  65.  Respondents  were  also  asked 
if  the  pensions  were  paid  upon  retirement  V(^ether  the  amount  should  be 
equal  to  that  paid  a  person  65  years  of  age  or  less   (Table  55). 

Table  55 

Retirees'  Attitudes  towards  Payment  of  Q?^  and  CPP  to  Those 

Who  Retire  Early 

Number  of  respondents  165 

(Per  cent) 
Paid  immediately  54.0 

Withheld  until  age  65  37.5 

Amount  equal  to  age  65  retirannent'     36.2 
Amount  less  than  to  an  age  65 

retirement 51.0 

Source  Question  9a,  b. 

At  present,  warkers  viho  continue  to  work  after  the  age  of  65  re- 
ceive CPP  h>enefits  v*iile  still  at  work;  63.8  per  cent  of  retired  re- 
spondents agreed  that  this  was  appropriate,  v^ile  27.8  per  cent  disa- 
greed (Question  10).  As  did  other  respondents,  the  retired  believed 
that  benefits  should  be  paid  inmediately  tpon  retirement  but  that  they 
should  be  lower  than  those  paid  to  a  person  v^o  retired  at  age  65. 

Table  56 

Retirees'  Attitudes  towards  Dropout  Provision  in  CPP  Calculations 

Number  of  respondents 

Child-raising  years  should  be  dropped 

Disagreed  strongly 

Disagreed  sonewhat 

Agreed  scmewhat 

Agreed  strongly 

Did  not  know/No  answer 

Weighted  average  based  on  a  range  of  0-100 

Source  Question  11. 

The  next  question  proposed  that  workers  v^o  left  the  labour  force 
to  raise  children  up  to  the  age  of  7  years  should  be  allowed  to  drop 
these  child-raising  years  from  pension  calculations  in  order  not  to  de- 
crease eventual  pension  benefits  (Table  56). 
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165 

(Per  cent) 

16.9 

15.7 

32.3 

29.0 

6.1 

+59.4 

Tb  the  next  proposition  -  "Do  you  agree  or  disagree  with  the  pro- 
posal that  hanemakers  should  be  able  to  ODntribute  to  the  CPP?"  -  63.5 
per  cent  of  respondents  agreed  with  this  proposal,  while  21.5  per  cent 
disagreed  (Question  12).  Respondents  were  also  asked  if  they  agreed  or 
disagreed  with  the  proposal  that  adults  who  are  not  in  the  labour  force 
should  be  able  to  contribute  to  the  CPP;  61.7  per  cent  agreed,  and  23.5 
per  cent  disagreed  (Question  13). 

IWo  alternate  methods  of  funding  the  CPP  were  then  explained  to  re- 
spondents: cross-generation  funding,  where  the  workers  of  today  pay  for 
the  benefits  received  by  those  retired;  and  generation  self-funding 
where  each  generation  fully  pays  for  their  own  benefits  in  retirement. 
Respondents  were  asked  v^ich  of  the  two  methods  they  would  have  pre- 
ferred (Table  57).  Those  v*io  preferred  generation  self-funding  were 
asked  if  they  WDuld  have  been  willing  to  increase  their  CPP  contribu- 
tions in  order  to  pay  fully  for  their  retirement  pension  fron  this  plan 
(Question  14b);  84.3  per  cent  of  the  70  respondents  v^o  preferred  gener- 
ation self- funding  said  they  wDuld  have  been  willing  to  contribute  more. 

Table  57 

Retirees'  Preferences  for  Funding  Methods 

Number  of  respondents  165 

(Per  cent) 
Cross-generation  funding  32.6 

Generation  self-funding  50.2 

Did  not  know/Mo  answer 17.2 

Source  Question  14a. 

At  this  point  in  the  questionnaire,  respondents  were  asked  if  they 
thought  they  should  have  retired  earlier,  later,  or  at  the  age  they  did. 
Then  they  were  asked  at  vrtiat  age  they  now  thought  they  should  have  re- 
tired and  \^re  asked  to  give  reasons  for  their  decisions  (Table  58); 
56.2  per  cent  said  they  were  satisfied  that  retiring  when  they  did  was 
the  right  decision,  16.9  per  cent  said  they  should  have  retired  earlier, 
and  19  per  cent  said  later.  Respondents  v^o  said  they  planned  to  retire 
at  a  specific  age  did  not  change  their  minds  to  a  significant  degree:  26 
per  cent  stated  that  they  did  retire  prior  to  age  60,  v^ile  39  per  cent 
thought  they  should  have  retired  prior  to  that  age.  In  the  61-64  age 
group,  more  people  retired  (31  per  cent)  than  stated  they  should  have 
retired  in  this  group  (9  per  cent).  Fewer  people  retired  at  age  65  (27 
per  cent)  than  stated  they  should  have  (43  per  cent).  From  these  re- 
sponses, \rie  might  conclude  that  a  considerable  group  of  retired  respond- 
ents now  think  they  should  have  continued  working  until  age  65  in  order 
to  maximize  benefits. 

The  respondents'  reasons  for  retiring  or  continuing  to  work  centred 
mainly  around  their  health  and  financial  position.  While  a  few  (4.2  per 
cent)  found  the  working  responsibility  becoming  too  onerous,  a  large 
percentage  (16.9  per  cent)  thought  people  should  work  as  long  as  they 
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enjoyed  good  health  and  v^re  able  to  cope  with  the  job,  as  their  finan- 
cial position  wDuld  be  much  better.  Those  who  thought  they  should  have 
retired  earlier  felt  tliey  would  have  enjoyed  their  retireinent  more  (5.1 
per  cent)  and  would  have  had  better  health  in  retirement  (3.0  per  cent). 

Table  58 

Retirees'  Evaluation  of  Their  Decision  to  Retire,  by  Age  Group(a) 

Planned  to   Should  have 

retire retired 

Number  of  respondents 


Age  group 

Under  50 

51 

-  55 

56 

-  60 

61 

-  64 

65 

66 

-  70 

71 

and  over 

Did 

not  plan  to 

retire 

155 

113 

(Per  cent) 

3 

3 

8 

16 

15 

20 

31 

9 

27 

43 

8 

8 

2 

8 

6 

— 

a     Ihose  who  did  not  state  actual   retirement  age  or  did   not   state   at 
i^ich  age  they  should  have  retired  have  been  removed  fran  sample. 

Source  Questions  15  a-e. 

Respondents  were  asked  what  factors  would  have  affected  their 
choice  of  retirement  age  if  the  choice  to  retire  at  a  particular  time 
had  been  entirely  up  to  them  (Table  59).  Again,  health  and  financial 
position  \ftere  the  most  important  factors  in  choosing  to  retire. 

Table  59 

Factors  that  Would  Have  Influenced  Retirees'  Decision  to  Retire 

Nuinber  of  respondents  165 

(Per  cent) 
State  of  health  80.0 

Financial  position  66.8 

Level  of  other  activities  16.3 

Marital  status  18.4 

Responsibility  to  dependents  25.0 

Job  interest/Involvement 24.8 

Source  Qjestion  15f . 

Later  on  in  the  questionnaire,  these  respondents  were  given  a  list 
of  factors  that  might  be  of  concern  to  them  in  retirement  and  asked  to 
rate  their  degree  of  concern  for  each  mentioned,  ranging  from  very  con- 
cerned to  not  at  all  concerned  (Table  60).  The  ability  to  remain  in 
their  own  home  and  their  own  personal  health  were  sources  of  great  con- 
cern, as  was  death  or  illness  of  spouse. 
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Table  60 

Factors  of  Concern  to  Retirees 


Degree  of  concern 

Very 

Fairly 

Not  too 

Not  at  all 

Number  of  respondents 

165 

(Per  cent) 

Ability  to  remain  in  own  home 

58.6 

15.7 

10.6 

4.2 

Health 

47.5 

25.6 

13.0 

3.0 

Remaining  independent 

50.2 

19.6 

13.2 

5.4 

Death  of  family  members/Friends 

39.6 

28.6 

15.4 

4.8 

Remaining  active/l^ot  bored 

49.3 

18.4 

13.3 

6.7 

Financial  position 

44.5 

21.1 

16.3 

7.3 

Remaining  in  contact  with  children 

45.4 

18.4 

10.2 

13.3 

Death/Illness  of  spouse 

50.5 

12.0 

8.1 

11.8 

Loneliness 

22.1 

18.2 

32.9 

15.4 

Source  Questions  20e 

Respondents  v^re  queried  in  sane  detail  about  existing  or  proposed 
legislation  concerning  the  right  to  work  and  their  perceptions  of  mini- 
mum incomes  needed  for  retired  persons.  They  were  informed  that  current 
Human  Rights  legislation  in  Ontario  protects  vrorkers  frcxn  dismissal  for 
reasons  of  age  between  the  ages  of  40  and  65  and  asked  if  they  t)elieved 
that  the  existing  Human  Rights  Code  should  be  amended  to  protect  the 
rights  of  wDrkers  over  the  age  of  65  and  if  so,  if  a  new  upper  age  limit 
should  be  set  (Question  16).  Responses  indicated  that  53.2  per  cent  of 
retired  respondents  thought  the  Code  should  be  amended  and,  of  these, 
82.9  per  cent  thought  there  should  be  no  new  i^^aer  age  limit;  15  people 
viho  thought  there  should  be  a  new  upper  limit  specified  an  average  age 
of  68.7  years. 

Without  telling  respondents  the  currently  available  government  ben- 
efits package  for  people  over  the  age  of  65  with  no  other  income,  the 
question  was  asked:  "By  today's  standards,  v*iat  do  you  feel  is  the  min- 
imum mDnthly  income  that  wDuld  be  adequate  for  1  person  over  the  age  of 
65,  living  alone,  and  a  couple  in  the  same  circumstances?"  (Question 
17a).  The  retired  responded  that  an  average  of  $536  per  month  would  be 
adequate  for  a  single  person  and  an  average  of  $798  per  month  adequate 
for  a  couple.  These  estimates  were  slightly  higher  than  the  averages 
set  by  the  total  sample. 

Respondents  were  then  informed  of  the  actual  maximum  benefits 
available  -  $310.75  to  a  single  person,  $621.50  to  a  couple  monthly  - 
and  asked  if  they  thought  these  programs  should  pay  more  and,  if  so,  how 
much  nore  (Questions  17b,  c) .  Of  those  who  responded,  60.1  per  cent 
thought  the  programs  should  be  increased  and  by  an  average  of  $237  to  a 
single  person  and  $249  to  a  couple  per  m:»ith.  Again,  these  were  margin- 
ally above  the  estimations  of  the  total  sample.  In  addition,  72.5  per 
cent  of  respondents  thought  that  government  assistance  to  persons  over 
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the  ^e  of  65  should  be  increased,  and  t±»at  this  increase  should  be  in 
the  form  of  nore  iioney  (63  per  cent)  (Questions  18b,  c). 

Agreement  or  disagreement  was  solicited  for  the  proposal  that  an 
income  from  government  and  employer  pensions  sliould  not  only  provide  for 
a  person's  current  needs  but  allcw  for  an  accumulation  of  assets  to  pass 
on  to  the  next  generation.  Only  19.3  per  cent  of  retired  respondents 
agreed  that  government  pensions  should  provide  for  savings,  and  only 
26.6  per  cent  agreed  that  employer  pensions  should  allow  for  this  capa- 
bility (Question  18a). 

The  principle  of  indexing  pensions  was  explained  to  the  respondents 
as  was  the  fact  that  indexing  would  increase  the  cost  of  maintaining 
these  pension  funds  to  provide  for  increases  in  the  cost  of  living.  Re- 
spondents were  then  asked,  for  specific  pensions,  what  form  of  indexing 
should  be  provided  and  how  should  the  increased  costs  be  met  (Table  61). 
It  was  obvious  that  respondents  were  in  favour  of  total  indexing  for  the 
CPP,  CAS,  and  to  a  lesser  extent  civil  servant  and  employer  pensions. 
However,  federal  and  provincial  politicians'  pensions  would  not  be  in- 
dexed by  the  majority  of  respondents;  at  least  one-quarter  of  the  re- 
tired respondents  did  not  want  the  politicians  to  have  any  pension  in- 
creases tied  to  the  cost  of  living. 

The  next  question  concerned  membership  in  employer  pensions  and 
the  information  received  or  desired  about  them  (Table  62).  Ttie  21.3  per 
cent  of  respondents  v*io  wished  to  receive  more  information  about  their 
company  pension  represented  17  retired  people  out  of  the  165  in  the  sam- 
ple. This  low  level  of  interest  could  be  a  result  of  general  lack  of 
interest  on  the  part  of  the  respondents  about  how  pensions  are  adminis- 
tered or  the  low  percentage  of  now  retireds  vAio  receive  a  pension;  the 
information  available  might  also  be  adequate  for  their  purposes.  The 
segment  that  wished  to  receive  more  pension  information  is  15  per  cent 
lower  than  that  in  the  total  sample. 

Demographic  Characteristics 

On  average,  retired  respondents  were  68.4  years  of  age;  60  per  cent 
were  male  and  40  per  cent  female;  66.5  per  cent  were  now  married,  5.4 
per  cent  had  never  married,  and  26.8  per  cent  were  widowed;  and  61.3  per 
cent  lived  in  single  wage-earner  homes,  with  24.8  per  cent  in  two  wage- 
earner  homes.  Of  our  retired  sample,  85.2  per  cent  lived  in  a  single 
family  hone,  87.9  per  cent  stated  that  they  owned  or  were  purchasing 
their  hone,  and  10.3  per  cent  lived  in  rented  accommodation;  78.8  per 
cent  of  the  retired  stated  their  highest  level  of  schooling  as  secondary 
or  less,  and  8.4  per  cent  had  a  university  education.  Average  total 
family  income  annually  was  $10,274. 

The  majority  of  the  retirees  in  the  sample  were  in  clerical, 
skilled  labour,  or  unskilled  labour  groups  (64.1  per  cent),  and  19.3  per 
cent  of  the  survey  sample  were  in  professional  or  managerial  occupa- 
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tions;  20.9  per  cent  vvorked  in  manufacturing  and  13.7  per  cent  in  com- 
munity, business,  or  personal  services;  21  per  cent  worked  for  the  pub- 
lic service,  including  the  armed  forces. 

Table  61 

Retirees'  Attitudes  towards  Total  and  Partial  Indexing  of  Specific 

Pensions 


Fed- 

Provin- 

eral 

cial 

Civil 

Einployers ' 

CPP 

0/ 

s 

MPs 

MPPs 

servants 

plans 

Number  of  respondents 

Pensions  should  be  totally 

indexed  and  paid  through 

general  taxation 
Pensions  should  be  totally 

indexed  and  paid  through 

increased  contributions 
Pensions  should  be  totally 

indexed  but  did  not  know 

how  to  fund 
Pensions  should  be  totally 

indexed  but  not  funded  by 

either  taxation  or 

contributions 

Total  in  favour  of  fully 
indexed  pensions 


165 
(Per  cent) 


55  58  18   18 


11   9   5    5 


7  10   7    5 


31 


12 


34 


16 


8 

7 

7 

8 

5 

7 

81 

84 

37 

36 

56 

64 

Pensions  should  be  partially 
indexed 


1   2  10   10 


Pensions  should  have  a 
percentage  increase  provided 


Did  not  know  if  any  form  of 
indexing  or  increase  should 
be  provided  13 


11  26   28 


21 


23 


Did  not  want  any  form  of 
indexing  or  percentage 
increase 


2  26   26 


15 


Source  Questions  19a  -  e. 


SUMMARY 


One  of  the  key  findings  of  this  research  is  that  female  Ontario 
residents  exhibit  different  working  patterns  and  job  histories  than  do 
males,  primarily  because  of  their  need  to  leave  the  labour  force  for  a 
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period  of  time  (or  times)  in  order  to  raise  children  or  fulfil  other 
horaemaking  or  family  responsibilities.  This  results  in  an  interrupted 
history,  reducing  the  ability  of  women  to  accumulate  pension  benefits 
with  any  one  employer  and  gain  enough  experience  to  enable  them  to  merit 
higher  salaries  or  transfer  to  occupations  that  require  specific  skills. 
A  significant  number  of  jobs  available  to  wcmen  have  been  in  occupations 
or  industries  that  only  rarely  offer  pension  plans.  In  addition,  those 
women  who  do  not  leave  the  labour  force  tend  to  be  unenployed  for  longer 
periods  of  time  than  men.  This  oould  be  a  result  of  interrupted  careers 
or  the  fact  that  they  are  members  of  two  wage-earner  families  and  face 
less  econonic  pressure  to  find  work  than  their  male  counterparts.  Other 
findings  also  reinforce  the  dependency  of  women  on  their  spouses  to  pro- 
vide -  either  directly  or  indirectly  -  post-retirement  incone. 

Table  62 

Retirees'    Membership   in   Employer  Plans   and   Information  Received   or 

Desired 

Number  of  respondents  165 

(Per  cent) 

Belonged  to  pension  plan  48.0 

Did  not  belong  to  pension  plan  51.4 
Did  not  know/No  answer  .6 

Received  information  on  amount  of  pension  74.2 
Received  information  on  how  pension  funds 

were  invested  39.6 

Wished  to  receive  more  information  about  pensions  21.3 
Did  not  wish  to  receive  more  information  about 

pension  69.9 

Wished  to  know  exact  amount  of  pension  40.8 
When/at  vihat   age  amount  to  be  paid 

All/any  information  regarding  pension  26.3 

Interest  paid  on  contributions  11.8 

Yearly  statement  of  amount  17.8 

How/where  pension  funds  invested  23.7 

How  benefits  are  calculated 5.9 

Source  Questions  20a  -  d. 

Among  both  males  and  females  in  the  sample,  91  per  cent  of  the  re- 
spondents have  held  at  least  one  job.  On  average,  respondents  entered 
the  labour  force  at  age  20  and  during  their  employment  history  held  an 
average  of  3.23  jobs.  There  appeared  to  be  an  acceleration  in  job  mo- 
bility fron  generation  to  generation,  as  the  younger  segment  of  the  sam- 
ple the  18  to  34  age  group  have  already  held  the  same  number  of  jobs  as 
the  total  sanple,  including  all  those  who  are  still  working.  From  a 
post-eiTployment  incone  planning  point  of  view,  this  increased  job  mobil- 
ity poses  real  problems,  as  many  current  pension  policies  demand  age  and 
tenure  conditions  for  eligibility,  and  tenure  determines  "locking-in"  of 
enployee  and  employer  pension  contributions. 
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Where  oatpany  pension  plans  were  offered,  94  per  cent  of  those  em- 
ployees eligible  to  join  the  plan  did  so,  indicating  their  desire  to  ac- 
cumulate pension  benefits.  In  view  of  this,  it  is  interesting  to  note 
that  54  per  cent  of  current  or  most  recent  employers  offered  a  pension 
plan,  conpared  with  26  per  cent  of  all  previous  employers. 

Two  interpretations  of  this  phenomenon  are  possible:  either  more 
employers  have  put  pension  plans  in  place  in  recent  years;  or  as  workers 
gain  cxi-the-job  experience  there  is  a  tendency  for  them  to  work  for 
employers  v\*io  offer  pension  plans. 

Our  research  showed  that  910  respondents  vAio  had  ever  worked  did  so 
for  a  total  of  2,800  enployers.  Of  these  2,800  employers,  15.4  per  cent 
or  431  were  expected  to  provide  a  pension  to  the  respondent.  Of  these, 
70  per  cent  of  the  pensions  were  to  be  provided  by  the  current  or  most- 
recent  employer.  This  points  out,  dramatically,  the  inability  of  employ- 
ees to  accumulate  pension  benefits  from  errployer  to  employer. 

It  was  apparent  frcm  the  analysis  that,  cx\  the  whole,  the  purpose, 
administration,  and  funding  of  government  retirement  assistance  is  not 
clearly  understood.  This  was  particularly  true  in  relation  to  knowledge 
of  programs  and  benefits  and  eligibility  either  to  contribute  or  to  re- 
ceive current  benefits. 

In  general,  respondents  thought  that  government  and  employer  pen- 
sions should  be  indexed  fully  to  the  cost  of  living  and  were  willing  to 
pay  their  fair  share  of  such  indexing.  This  willingness  to  "pay  their 
own  way"  was  expressed  by  respondents  throughout  the  study,  as  was  evi- 
denced by  the  positive  attitude  towards  generation  self-funding  of  CPP 
benefits.  Ihis  responsible  attitude  extended  to  those  not  now  in  the 
labour  force,  with  the  majority  of  respondents  agreeing  that  homemakers 
and  other  adults  not  in  the  labour  force  should  be  able  to  contribute  to 
the  CPP  and  that  those  who  drop  out  of  the  labour  force  to  raise  chil- 
dren should  not  be  penalized. 

Respondents,  on  average,  felt  that  current  government  monetary  as- 
sistance to  those  age  65  and  over  was  not  adequate.  Their  own  estimates 
of  adequate  monthly  inconnes  were  considerably  higher  than  government 
payments  in  October  1978.  Ihis  attitude  also  held  for  general  govern- 
ment assistance  to  the  elderly.  Most  believed  it  should  be  increased  in 
the  form  of  more  monetary  assistance. 

Ihere  appeared  to  be  a  real  effort  on  the  part  of  respondents  to 
accumulate  assets  to  be  used  in  retirement,  notably  a  house  and  direct 
savings,  but  this  effort  was  controlled  directly  by  the  amount  of  income 
received  during  working  years.  Fran  the  survey,  it  was  apparent  that 
higher  income  earners  were  more  likely  to  receive  a  pension,  to  be  able 
to  invest,  and  to  be  independent  in  retirement. 
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On  average,  retired  respondents  were  receiving  two-thirds  of  their 
pre-retirament  income,  and  the  majority  (62  per  cent)  indicated  that 
their  monetary  requirements  have  increased  in  retirement  because  of 
inflation. 

In  general,  respondents  thought  that  choice  of  retirement  age 
should  be  personal,  not  legislated,  and  should  depend  on  the  individ- 
ual's health,  financial  position,  and  desire  to  remain  in  the  labour 
force. 

Retired  respondents  placed  their  ability  to  remain  in  their  own 
hcroe  above  all  other  considerations,  including  health  and  financial  po- 
sition. Perhaps  the  current  tendency  towards  communal  senior  citizens' 
homes  should  be  re-examined  in  view  of  the  increase  expected  in  this 
segment  of  the  population  in  the  future. 
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NOTES 


(1)  Statistics  Canada,  Th.  Labour  Force,  Cat.  71-110,  October  1978. 

(2)  Ibid. 
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Appendix  A 

Survey  ftiestionnaire 

RESPONDENT 
NAME: 


RESPONDENT 
ADDRESS: 


TELEPHONE  NO. 
CITY/TOWN: 


INTERVIEWER 
NAME:  

DATE  OF 
INTERVIEW: 


INTRODUCTION:  Hello,  I'm 


of  Complan  Research  Associates. 


d) 


We  are  conducting  a  province  wide  study  on  retirement  income 
planning.  This  is  a  most  interesting  project  and  we  would  like 
to  have  your  opinions. 

{SELECT  RESPONDENT  USING  GRID.  RE-INTRODUCE  IF  NECESSARY  AND  CONTINUE) 
GRID  #  USED 


l.a)   Are  you  currently  working? 

YES   (  )6-l   ASK  Q.lb) 

NO    (  )  -2   SKIP  TO  Q.lg) 

ASK  EVERYONE  CURRENTLY  WORKING 

b)   At  present,  are  you  (READ  LIST  -  CHECK  ONE  ONLY) 

Self-employed? 

Employed  by  another  person,  company 
or  organization? 

Employed  by  Government  (Federal, 


(  )7-l 
{  )  -2 
/  X  -3 


Provincial  or  Municipal)? 
Other  (SPECIFY) 

V  ) 

On  the  average,  during  the  past  year,  how  many  hours  did  you  usually  work 
each  week?  (READ  LIST  AND  CHECK  ONE  APPROPRIATE  BOX) 

1  -  9  hours          (  )8-1 

fi^,\f   n  ^fi\ 

8- 

10-29  hours          (  )  -2 

30  hours  or  more      (  )  -3 
ASK  THOSE  WHO  WORK  LESS  THAN  30  HOURS  A  WEEK 

^SKIP  TO  Q.le) 

BE  FULLY)  (RECORD  VERBATIM) 

Why  do  you  work  less  than  30  hours  per  week?  (PRO 

9- 

10- 

11- 

e)  Do  you  personally  contribute  to  the  Canada  Pension  Plan? 

YES        (  )  12-1  GO  TO  Q.2 
NO         (  )   -2  GO  TO  Q.lf) 
Don't  know  (  )   -3  GO  TO  Q.2 

f )  ASK  THOSE  WHO  DO  NOT  CONTRIBUTE  TO  THE  CANADA  PENSION 

Why  don't  you  contribute  to  the  Canada  Pension  Plan?  (RECORD  VERBATIM) 


5-1 


6- 


12- 


13- 

14- 
15- 
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l.g)   ASK  ONLY  OF  THOSE  WHO  ARE  CURRENTLY  NOT  WORKING 

For  the  purposes  of  this  study,  we  have  developed  a  definition  of  a 
person.   (HAND  RESPONDENT  CARD  A  -  DO  NOT  PROCEED  UNTIL  YOU  ARE  SURE 
THE  RESPONDENT  UNDERSTANDS  THE  DEFINITION) 

Why  are  you  not  working?  Is  it...  (READ  LIST) 

Because  currently  unemployed? 

(That  is,  out  of  work  but  actively  looking  for  work) 
Because  temporarily  laid  off  or  on  strike? 
Because  of  illness  or  vacation  (but  have  a  job)? 
Because  retired? 
Because  a  full-time  student? 
Because  a  homemaker? 


retired 
THAT 


)16-1 
)  -2 
)  -3 
-4 
-5 
-6 


16- 


Other   (SPECIFY) 


(   ) 


h) 
J) 

2. a) 


c) 
d) 


IF  RETIRED.  ASK: 

How  long  have  you  been  retired?     (RECORD) 

IF  UNEMPLOYED.  ASK: 

How  long  have  you  been  unemployed?     (RECORD) 

ASK  EVERYONE: 

What  sources  of  retirement  income  do/did  you  expect  to  have  when  you 
retire(d)?      (READ  LIST  -   CHECK  ALL  ANSWERS  GIVEN) 

(ASK  FOR  EACH  SOURCE  OF  INCOME  MENTIONED  -  HAND  RESPONDENT  CARD  2) 

Will   this  income  be/Was  this  income... 

A  result  of  your  own  financial   contributions?  OR 

Your  spouse's/other  financial   contributions?  OR 

Both  your  own  and  your  spouse's/other  contributions? 


Expected 

income 

Yes 


Qga) 


(2) 
(3) 


)21-1 
)22-l 


(9) 

(10) 
(11) 


(12) 

(13) 
(14) 


(15) 


(16) 
(17) 
(18) 
(19) 


Canada  Pension  Plan  ( 

Old  Age  Security  ( 

Company/empl  oyer 

pensions  (including 

Government  as  an 

employer) 
Government  annuities         ( 
Veteran's  Allowances         ( 
Armed  forces  pensions       ( 
Union  pensions  ( 

Insurance  company  , 

annuities  ^ 

Registered  retirement       / 

savings  plans 
Credit  union     annuities   ( 
Federal   old  age  income 

supplements   (G.I.S.,       (    )31-1 

spousal   allowances) 
Provincial   old  age  in- 
come supplement   (Gains 
Savings 
Investment  income 

(incl.   stocks,   bonds, 

mortgages,   real   es- 
tate/other than  own 

home,   insurance 

policies,   etc.) 
Post  retirement 

employment   (incl. 

income  from  hobbies) 
Inheritance 
Welfare 

Personally  owned  home  ( 
Workmen's  Compensation  ( 
Other   (SPECIFY)  ( 


Income 
No 

(    )-2 
(    )-2 


(    )23-l       (    )-2 


)24-l 
)25-l 
)26-l 
)27-l 

)28-l 

)29-l 
)30-l 


)32-l 
)33-l 


il 


36-1 
37-1 
)38-l 
)39-l 
)40-l 


(  )-2 

(  )-2 

(  )-2 

(  )-2 

(  )-2 

(  )-2 

(  )-2 

(  )-2 

(  )-2 

{  )-2 


(    )34-l       (    )-2 


(   )35-l       (   )-2 


III 

(  )-2 
)-2 
)-2 


Not  sure 
Don't  Own 

know     contribution 


(  )-3 

(  )-3 

(  )-3 

(  )-3 

{  )-3 

(  )-3 

(  )-3 

(  )-3 

(  )-3 

(  )-3 

(  )-3 

(  )-3 

(  )-3 


(  )-4 

(  )-4 

{  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 

(  )-4 


Spouse's 
contribution 

(   )-5 
(  )-5 


17- 
18- 

19- 
20- 


9.M  Mdi 


i!i    W 


(   )-3  (   )-4 


(   )-3-  (   )-4 


3 
3 
)-3 
3 
3 


(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 

(  )-5 


Both 

(   )-6 
(   )-6 


(   )-5  {   )-6 


(  )-6 

(  )-6 

(  )-6 

{  )-6 

(  )-6 

(  )-6 

(  )-6 

(  )-6 

(  )-6 

(  )-6 


(   )-5  (   )-6 


(   )-5  (   )-6 


ii:: 

]--l  i 

(  )-4 

)-5              ) 

lU 

(i:l     [\ 

21- 
22- 

23- 

24- 
25- 
26- 
27- 

28- 

29- 
30- 

31- 

32- 
33- 


34- 


35- 

36- 
37- 
38- 
39- 


-6  40- 
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2.e) 


Thinking  of  Registered  Retirement  Savings  Plans  (RRSP) 
Do  you  have  such  a  plan  now? 


YES 

(  )41- 

1  -SKIP  TO  Q.2g) 

NO 

Don't  know 

(T-T 

(  )-3 

ASK  Q.2f) 

f) 

Have  you  ever  had  an 

RRSP? 

YES 

(  )«- 

1 GO  TO  Q.2g) 

NO 

Don't  know 

(  )-2 
(A-J. 

SKIP  TO  Q.2j) 

g) 

How  many?  (CIRCLE  ANSWER)   1     2     3 

4    5  or  more 

h) 

FOR  EACH  RRSP,  ASK: 

Will  you  be  using  it 
All  or  part  of  it? 

for  retirement 
(RECORD  BELOW) 

purposes  OR  for  something  else? 

Retirement 
All      Part 

Other 
All      Part 

RRSP  #1 

(  )44-l 

)-2 

(  )-3    (  )-4 

RRSP  n 

(  )45-l 

)-2 

(  )-3     (  )-4 

RRSP  #3 
RRSP  #4 
RRSP  *S 

(  )46-l 

(  )47-l 
(  )48-l 

)-2 

)-2 
}-2 

(  )-3     (  )-4 

(  )-3    (  )-4 
(  )-3     (  )-4 

i) 

Do  you  have  (READ  LIST) 

An  employer  pension  plan  in  ade 
to  an  RRSP 

iition 

NO     'i:>:j 

(  )49-l   (  )-2     (  )-3 

Deferred  profit-sharing  plan  ir 
addition  to  an  RRSP  ' 

1 

(  )50-l   (  )-2     (  )-3 

A  Registered  Retirement  Investn 

rent  Fund  (  )51-1   (  )-2     (  )-3 

41- 


42- 


43- 


44- 

45- 

46- 

47- 
48- 


49- 

50- 
51- 


j) 


~^1A 


ASK  ALL  RESPONDENTS 

Other  than  contributions  you  may  be  making(have  made)  to  the  Canada  Pension 
Plan  or  an  employer's  pension  plan,  in  which  of  the  following  ways  are  you 
saving(did  you  save)  for  retirement?  (READ  LIST  -  RECORD  ALL  ANSWERS  GIVEN) 

Government  annuities 

Union  pensions 

Insurance  company  annuities 

Registered  Retirement  Savings  Plan 

Credit  Union  annuities 

Savings 

Investments  (incl.  stocks,  bonds, 
mortgages,  etc.) 

Personally-owned  house 

Other  (SPECIFY)  


-2 

-3 

-4  , 
-5 

-6 

-7 

-8 
-9 


52- 


GO  TO  Q.3 


k) 


Not  saving(did  not  save)  for  retirement  (  )  -0 ASK  Q.2k) 

You  stated  you  are  not  putting(did  not  put)  monies  aside  for  retirement, 
could  you  tell  me  why?  (RECORD  BELOW) 

No  money  available  to  put  into  savings 
Never  thought  about  retirement 

Economic  conditions  are{were)  not  the  best 

for  investments 
Employment  has(had)  not  been  continuous  or  stable 
Too  many  other  priorities 
Other  (SPECIFY)  


53-1 
-2 
-3 
-4 
-5 
-6 


53- 
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3. a)   Since  the  age  of  18,  (excluding  any  summer  or  other  part-time  employment 
you  may  have  had  as  a  student),  did  you  ... 

Ever  work  for  yourself  or  another  company,  organization  or 
Dvernment  either  full  or  part-time?     _         ,  ,  „  , 

"  TO  Q.5 


gov 


YES   (  )54-l ASK  Q.3b) 


NO         ("^2" 
Don't  know  (  )-3 


b)  How  old  were  you  when  you  first  entered  the  work  force  after  leaving  school? 

RECORD  ^ 

c)  Now  take  respondent  through  their  entire  work  history,  beginning  with  their 
FIRST  employer  since  leaving  school.  Include  self  employment  as  an  employer. 
XtfeoRD  ANSWERS  ON  CHART  BELOW) 

Thinking  back  to  your  first  employer  since  leaving  school,  can  you  tell  me  how 
long  you  stayed  there? 

d)  How  much  time  was  there  between  your  first  employer  and  employer  #2? 
IF  MORE  THAN  1  MONTH  IN  Q.3d),  ASK: 

e)  What  were  your  reasons  for  not  working  during  this  period?  (READ  LIST) 
(REPEAT  Q.Sc),  d)  and  e)  FOR  EVERY  EMPLOYER) 


54- 

55- 
56- 


TIME  BETWEEN    e)  BETWEEN  EMPLOYER  HISTORY 


Em-   Duration 
pi  oyer    in 


None 
mth 


#     years  or  less)  month  strike  maker  absence  illness  school  Retired 
(FTrFt) 


1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 


(57,58) 


(62,63) 


(67,68) 


(72,73) 


(6,T)CARD 


:il,12) 


;i6,i7) 


(21,22) 


(26,27) 


(31,32) 


(36,37) 


(41,42) 


(46,47) 


(51,52) 


EMPLOYERS        Mater- 

f   Lay-   nity/  Vacation/        Back 
off/   Home-  leave  of  Lengthy   to 


OR 


Other 
(Specify) 


(59,60) 

)61-1  ( 

)-2   (  ) 

(64,65) 

)66-l  ( 

)-2   (  ) 

(69,70) 

)71-1  ( 

)-2   (  ) 

(74,75) 

)76-l  ( 

)-2   (  ) 

(8,9) 

)10-1  ( 

)-2   (  ) 

(13,14) 

)15-1  ( 

)-2   (  ) 

(18,19) 

)20-l  ( 

)-2   (  ) 

)25-l  ( 

)-2   (  ) 

(23,24) 

(28,29) 

)30-l  ( 

)-2   (  ) 

)35-l  ( 

)-2   (  ) 

(33,34) 

(38,39) 

)40-l  ( 

)-2   (  ) 

(43,44) 

)45-l  ( 

)-2   (  ) 

(48,49) 

)50-l  ( 

)-2   (  ) 

(53,54-) 

)55-l  ( 

)-2   (  ) 

)60-l  ( 

)-2   (  ) 

-3    (  )-4 
-3    (  )-4 


-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 
-3 


(  )-4 
(  )-4 
-4 
-4 
-4 
-4 
-4 
-4 
-4 
-4 
-4 
-4 
-4 


-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 
-5 


-6 

-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 
-6 


J  7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 
)7 


(56,57)       (58,59) 

f)   At  which  of  these  employers  were  you  when  you  were  25  years  of  age?  45 
of  age?  (IF  NOT  WORKING  AT  AGE  25/45  RECORD  NEXT  EMPLOYER  #) 

years 

25  years   Employer  -            45  years   Employer  # 

(61,62)                       (63,64) 

g)   Have  you  ever  been  self-employed?  YES   (  )6-l   NO   (  ) -2  SKIP  TO  Q 

.4 

CARD  3 

ASK  IF  HAD  PERIODS  OF  SELF  EMPLOYMENT 

6- 

h)   While  you  are/were  self  employed,  do/did  you  contribute  to  an  RRSP? 

IF  "YES"  -  for  yourself  or  your  spouse?    yES       NO   Don't  know 
For  yourself                (  )7-l    f   -2    (  )-3 
For  spouse/other             (  )8-l    (   -2    (  )-3 

7- 
8- 
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(HAND  RESPONDENT  CARD  A  -  DEFINITION  OF  A  RETIRED  PERSON) 

ASK  ALL 

5. a)   If  a  person  has  been  contributing  to  an  employer  pension  plan  and  leaves  that 
employer  before  the  age  of  retirement,  in  your  opinion  should  they  be  required 
to  leave  any  portion  of  these  contributions  in  the  plan  so  that  when  they  re- 
tire they  will  receive  a  pension  from  this  employer? 

YES    (  )19-1  GO  TO  Q.5(b) 
NO     (  )  -2  SKIP  TO  Q.6 

b)  How  much  should  they  be  required  to  leave  in  the  plan.  Would  you  say  25%, 
50%,  75%  or  100%? 

25%    (  )20-l       75%     (  )-3 

50%    (  )  -2       100%    {  ).4 

c)  Should  this  condition  apply  no  matter  at  what  age  they  leave  the  job? 

YES        (  )21-1 

NO        (  )   -2^What  age?  years  of  age. 

Don't  know  (  )  -3 

d)  Should  this  condition  apply  no  matter  how  long  they  have  worked  for  this 
employer? 

YES        (  )24-l 

NO        (  )   -2-^ow  long?   years. 

Don't  know  (  )   -3 

ASK  ALL 

6. a)   If  a  person  belongs  to  an  employer  pension  plan  and  leaves  the  employer 

before  the  age  of  retirement,  should  the  employer  be  required  to  leave  any 
part  of  these  contributions  (made  by  the  employer  on  behalf  of  the  employee) 
in  the  pension  plan  so  that  when  the  employee  retires  they  receive  a  pension 
from  that  employer? 

YES    (  ) 27-1  GO  TO  Q.6b) 

NO     (  )   -2  SKIP  TO  Q.7 


19- 


20- 


21- 
22- 
23- 


24- 
25- 
26- 


27- 


25% 

(    }28-l 

75% 

(    )-3 

50% 

(    )      -2 

100% 

(    )-4 

b)   How  much  should  the  employer  be  required  to  leave  in  the  plan.  Would  you  say  25%, 
50%,  75%  or  100%? 

28- 


29- 
30- 
31- 


32- 
33- 
34- 


c)  Should  this  condition  apply  no  matter  at  what  age  the  employee  leaves  the 
employer? 

YES        (  )  29-1 

NO  (    )      -2>What  age?    years  of  age. 

Don't  know     (    )      -3 

d)  Should  this  condition  apply  no  matter  how  long  the  employee  has  worked  for 

the  employer? 

YES        (  P2-1 

NO  (    )    -2>Howlong?     years. 

Don't  know     (   )    -3 
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7. a) 


b) 


c) 


d) 


8. a) 


b) 


c) 


d) 


Do  you  feel  that  in  the  case  where  onl^  the  employer  has  contributed  to  an 
employees'  pension  plan,  that  the  employee  should  be  allowed  to  withdraw 

any  portion  of  these  contributions  from  the  plan  when  they  leave  the  employer 
before  the  age  of  retirement? 

YES  (  )35-l  ASK  Q.7b) 

NO  {~T^ 

Oont'  know  (  ) 


SKIP  TO  Q.8 


Approximately,  what  percent  of  an  employer's  contributions  should  the  employee 
be  allowed  to  withdraw?  Would  you  say  25%,  50%,  75%  or  100%? 

(  )36-l       75%     (  )-3 

Other  %   (  ) 


25% 

50% 


(  )  -2 


75% 
100% 


{  )-4 


Should  this  condition  apply  no  matter  at  what  age  the  employee  leaves  the 
employer? 

YES        (  )37-l 

NO        (  )  -2^  What  age? years  of  age. 

Don't  know  (  )  -3 

Should  this  condition  apply  no  matter  how  long  the  employee  has  worked  for 
the  employer? 

YES        (  )40-l 


years. 


NO        (  )  -2-^  How  long? 

Don't  know  (  )  -3 


Tell  me  what  you  think  is  the  current  maximum  monthly  payment  paid  to  one 
person  (retiring  this  year)  by  the  Canada  Pension  Plan.  (DO  NOT  READ  LIST  - 
CHECK  APPROPRIATE  BOX) 


More  than  $300. 
$200  -  $299 
$100  -  $199 
Less  than  $100 
Don ' t  know 


)43-l 
)  -2 
)  -3 
)  -4 
)  -5 


In  fact,  at  the  present  time  an  individual  aged  65,  who  has  contributed  the 
maximum  amount  to  the  Canada  Pension  Plan  -  receives  $194.44  monthly.  Do 
you  think  this  benefit  payment  is  


Too  high 

(  )44-l 

About  right 

(  )   -2 

Too  low 

(  )   -3 

Don't  know 

(  )   -4 

ASK  Q.8c,  8d.  Be  and  8f  FOR  RETIRED  PERSONS 

Since  you  retired,  have  your  needs  for  income  for  your  own  consumption. 

ASK  q.8d) 


Increased 
Decreased 
Remained  the  same 


(T54'_ 
(  )  -3 


SKIP  TO  Q.8f) 


What  do  you  feel  is  the  major  factor  that  has  caused  your  income  needs  to 
decrease/increase?  (PROBE  FULLY) 


35- 


36- 


37- 
38- 
39- 


40- 
41- 
42- 


43- 


44- 


45- 


46- 
47- 

48- 
49- 
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IF  INFLATION/RISE  IN  COST  OF  LIVING  MENTIONED  IN  Q.8d),  ASK: 

8.e)   In  what  way  has  inflation/rise  in  cost  of  living  affected  your  standard  of 
living?  (PROBE  FULLY) 


f)  Can  you  tell  me  approximately  what  percent  of  your  pre-retirement  income  you 
are  receiving  now? 

% 

ASK  ALL 

g)  Are  you  prepared(would  you  have  been  prepared)  to  pay  higher  contributions  to 
the  Canada  Pension  Plan  in  order  to  receive  higher  benefits  at  age  55? 

YES         (  jS-J-l 

NO  (  )  -2 

Don't  know    (  )   "3 

9.     At  the  present  time,  in  order  to  receive  retirement  benefits  under  the 

Canada  Pension  Plan,  and  the  Old  Age  Security,  a  person  must  have  reached 
age  65.  If  an  individual  elects  to  retire  (as  per  Card  A)  before  age  65, 

should  the  benefits  from  the  Canada  Pension  and  Old  Age  Security  

(ASK  BOTH  a)  and  b)  ) 

a)  Be  withheld  until  age  65?  (  )55-l 

OR 

^^—    Be  paid  immediately  upon  retirement?     (  )   -2 

b)  Pay  an  equal  amount  to  the  person  who     /  •,   _-, 
retires  at  age  65? 

„P  Pay  an  amount  less  than  to  a  person  who   /  >  _/, 
—  retires  at  age  65?  ^  ' 

10.     A  person  who  continues  to  work  after  the  age  of  65  is  able  to  collect 

Canada  Pension  Plan  benefits  while  still  at  work.  Do  you  agree  or  disagree 
with  this? 

Agree    (  )  56-1     Disagree   (  ) -2      Don't  know    (  ) -3 


50- 
51- 


52- 
53- 


11.     At  present,  each  contributor  to  the  Canada  Pension  Plan  may  drop  up  to  15% 
of  their  low-earning  years  from  total  years  worked,  for  calculation  of  the 
retirement  pension.  It  has  been  proposed,  that,  in  addition,  people  who 
drop  out  of  the  work  force  to  raise  their  children  up  to  the  age  of  7  should 
be  allowed  to  al so  drop  these  child-raising  years  from  the  pension  calculation 
in  order  that  their  eventual  pension  will  not  be  decreased.  Do  you  disagree 
strongly,  disagree  somewhat,  agree  somewhat,  or  agree  strongly  with  this  proposal? 


55- 


56- 


Disagree  strongly    (  )  57-1      Agree  somewhat     (  )  -3 
Disagree  somewhat    (  )   -2      Agree  strongly     (  )  -4 

12.  It  has  been  suggested  that  housewives  should  be  able  to  contribute  to  the 
Canada  Pension  Plan.  Do  you  agree  or  disagree  with  this  proposal? 

Agree    {  )  58-1     Disagree   (  )  -2      Don't  know    (  )  -3 

13.  It  has  been  suggested  that  adults  who  are  not  in  the  labour  force  should  still 
be  allowed  to  contribute  to  the  Canada  Pension  Plan.  Do  you  agree  or  disagree 
with  this  proposal? 

Agree    (  )  59-1     Disagree   (  )  -2      Don't  know    (  )  -3 


57- 


58- 


59- 
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(HAND  RESPONDENT  CARD  14) 


14. a)   Here  is  a  card  which  lists  the  present  administration  of  the  plan  and  an 

alternative  method.  (READ  TO  RESPONDENT ,  MAKING  SURE  THEY  UNDERSTAND  AND  ASK) 

Which  of  these  methods  do  you  prefer/would  you  have  preferred? 

(a)  Cross-generation  funding    (  )60-l  SKIP  TO  Q.lSa) 

(b)  Generation  self-funding     (  )  -2  GO  TO  Q.14b) 

Don't  know    (  )  -3 


60- 


b)   Would  you  have  been  willing  to  increase  your  Canada  Pension  Plan  contribution 
in  order  to  fully  pay  for  your  own  Canada  Pension  Plan  retirement  pension? 

)61-1       NO    (  )-2        Don't  know    (  )-3 


15. a) 


YES 


(NOW.  WOULD  YOU  PLEASE  REFER  TO  CARD  A) 

Based  on  the  definition  on  the  card,  at  what  age  do  you  plan  to  (did  you) 
retire? 


Do  not/did  not  plan  to  retire 

Under  50  years  of  age 
51  -  55  years  of  age 
56  -  60  years  of  age 
61  -  65  years  of  age 

65  years  of  age 

66  -  70  years  of  age 

71  years  of  age  and  over 
Don't  know 
Other  (SPECIFY) 


)62-l  SKIP  TO  Q.16a) 

-2 

-3 

-4 

-5 
-6 

-7 


-9 
-0 


IF  RETIRED,  ASK  Q.lSb) 


IF  NOT,  SKIP  TO  q.l5f) 


At  this  time,  do  you  feel  you  should  have  retired 


Earl ier 

Later 

At  the  same  age 


(  )63-l 


3— ASK  Q.15c) 


c)   Why  do  you  say  this? 


d)   At  what  age  do  you  now  think  you  should  have  retired? 


e)   Why  do  you  say  this? 


61- 


62- 


63- 


64- 
65- 

66- 
67- 


68- 
69- 


70- 
71- 
72- 
73- 


ASK  ALL 

15. f)   If  your  decision  to  retire  at  a  particular  age  was  entirely  your  own  choice 

(that  is,  unaffected  by  company  policy  or  government  legislation)  what  factors 
would  affect  your  choice  of  retirenent  age?  (READ  LIST-  CHECK  ALL  APPROPRIATE 
ANSWERS) 


State  of  your  health 

Your  financial  position 

Level  of  your  other  activities 
(hobby,  social ,  etc. ) 

Your  marital  status 

Responsibility  to  your  dependents 

Your  job  interest/involvement 


74-1 
-2 


-4 
-5 
-6 


74- 
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16. a) 


17. a) 


b) 


18. a) 


The  Human  Rights  Code  protects  people  against  firing  or  forcible  retirement 
for  reasons  of  age  between  the  ages  of  40-65,  (subject  to  certain  job 
exceptions  such  as  fire  fighting,  airline  pilot,  etc.).  Do  you  believe  this 
code  should  be  amended  to  provide  the  same  protection  to  those  workers  over 
the  age  of  65? 

(  )6-l  ASK  Q.16b) 


CARD  5 


YES 

NO 

Don ' t  know 


^  ^  -2— 5KIP  TO  Q.17 
(  )  -'- 


b)  Should  there  be  a  new  upper  age  limit,  or  should  there  be  no  upper  age  limit? 

YES,  should  be  upper  age  limit      (  )7-l  ASK  Q.16c) 
NO,  should  be  no  upper  age  limit    (  )  -2  SKIP  TO  Q.17 

c)  What  should  this  age  limit  be?  (WRITE  IN  BELOW) 

years  of  age 


By  today's  standards,  what  do  you  feel  is  the  minimum  total  monthly  incoine 
that  would  be  adequate  for  (WRITE  IN  BELOW) 

One  person  over  65,  living  alone 

Two  people  over  65  living  together    


At  the  present  time,  government  programs  (such  as  Old  Age  Security, 
Guaranteed  Income  Supplement,  GAINS)  provide  to  people  with  no  other  income 
the  amount  of  $310. 75/month  to  a  single  person,  65  years  of  age  or  over,  and 
$621.50/month  to  a  couple,  65  years  of  age  or  over,  PLUS  free  OHIP  premiums 
and  a  free  drug  plan. 

Do  you  think  these  programs  should  pay  more? 

YES  {  )12-1  ASK  Q.17c) 

NO  (TT 

Don't  know  (  )-3 


■SKIP  TO  Q.18a) 


How  much  more  per  month... 

To  a  single  person 
To  a  couple 


It  has  been  suggested  that  retirement  income  from  government  pensions  should 
not  only  provide  for  a  person's  current  needs  but  allow  for  an  accumulation 
of  assets  to  pass  on  to  the  next  generation?  Do  you  agree  or  disagree  with 
this  proposal?  How  about  employer  pensions? 

Agree 
Disagree 
Don't  know 

b)   Do  you  think  that  Government  Assistance  to  the  people  over  65  years  of  age 
should  be  increased? 


Government 

Employer 

pensions 

pensions 

(  )15-1 

(  )16-1 

{  )  -2 

{  )  -2 

(  )  -3 

(  )  -3 

YES          (  )  17- 

1   ASK  Q.lSc) 

NO           (  ).2 
Don't  know     (  )  "3 

SKIP  TO  Q.19 

e  be  in  terms  of  

More  money  to  buy  goods  and  services?     (  )  18-1 

OR 
More  subsidized  services  made  available?   (  )   -2 


8- 
9- 


10- 
11- 


12- 


13- 
14- 


15- 
16- 


17- 


18- 
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19.  I'd  like  you  to  think  about  private   (employer)  pensions  and  government 

pensions   (Canada  Pension  and  Old  Age  Security).     At  present,  all 
government  pensions  are   indexed,  as  are  the  pensions   for  Federal   and 
Provincial   members  of  Parliament.      That  is,   these  benefit  payments  rise 
to  offset   increases   in  the  cost  of  living.     Obviously,   these   increases 
increase  the  cost  of  maintaining  these  benefits. 


a) 


b) 


YES 


Depends 

on  the 

cost 


NO 


Don't 
know 


719^ 
)20-l 
)21-1 


;ask 


(    )-2 
(    )-2 


Do  you  bel ieve  that. . . . 
READ  LIST 

the  Canada  Pension  Plan 
should  be  indexed? 

Old  Age  Security 
should  be  indexed? 

Federal   MP  Pensions 
should  be  indexed? 

Provincial   MP  Pensions 
should  be  indexed? 

Federal/Provincial 
Civil   Servant's 
Pensions  should 
be  indexed? 

Employer  Pensions 
should  be  indexed? 

FOR  EACH  TYPE  OF  PENSION   IN  a)  WHERE  RESPONDENT  STATED  SHOULD  BE    INDEXED  OR 
DEPENDS  ON  COST,  ASlTQ.igb) 

Would  you  be  prepared  to  pay  the  additional   cost  of  indexing     ( type )     Pension 
through  general    taxation?     (That  is,   all   Canadian  taxpayers  would  pay.). 


)22-l)Q-J9    (    )-2 


)23-l 


)24-l 


(    )-2 


LAzl. 


(ASK 
Q.19 
b) 


TTT 

(  )-3 
(  )-3 
(    )-3 

(    )-3 

(    )-3 


;ask 

Q.19 
d) 


)-4 
)-4 
)-4 

)-4 

Il4_ 


Canada  Pension 

Old  Age  Security 

Federal   MP  Pensions 

Provincial   MP  Pensions 

Federal/Provincial   Civil 
Servants'    Pensions 


YES 
)25-l 
}26-l 
)27-l 


NO 


Don't 
know 


Employer  Pensions 


)29-l 
)30-l 


29- 
30- 
FOR  EACH  TYPE  OF  PENSION  IN  b)  WHERE  RESPONDENT  SAID  "NO"  OR  "DON'T  KNOW"  ASK  Q.19c) 


(    )-2 
(SKIP  (    )_2 
TO 


)28-l|g.20)  (    )-2 
{    )-2 


(ASK 
Q.19 
c) 


)-3 
)-3 
)-3 


)-3 
^3 


(ASK 
Q.19 
c) 


19- 

20- 

21- 
(SKIP 
TO 
Q.20) 

22- 

23- 


24- 


25- 
26- 
27- 
28- 


Would  you  be  prepared  to  pay  the  additional   cost  of  indexing     ( type )     Pension 


through   increased  contributions? 
plan  would  pay. ). 


Canada  Pension 

Old  Age  Security 

Federal  MP  Pensions 

Provincial  MP  Pensions 

Federal/Provincial   Civil 
Servant's  Pensions 


Employer  Pensions 


(That  is,  only  those  contributing  to  the 

Don't 
know 

)-3 

)-3 

)-3 

)-3 

)-3 

)-3 


YES 

NO 

(    )31-1 

(    )-2 

(    )32-l 

(    )-2 

(    )33-l 

(    )-2 

(    )34-l 

(    )-2 

(    )35-l 

(    )-2 

(    )36-l 

(    )-2 

31- 
32- 
33- 
34- 

35- 

36- 
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19. d) 


e) 


20. 


b) 


e) 


REFER  TO  Q.19a)  AND  ASK  d)  FOR  EACH  PENSION  THAT  RESPONDENT  STATED  SHOULD  NOT 
BE  INDEXED  ~~ 

Do  you  believe  that  some  part  of   (type) 
(Up  to  a  specified  dollar  limit). 


Pension  should  be  indexed? 


Canada  Pension 
Old  Age  Security 
Federal  MP  Pensions 
Provincial  MP  Pensions 
Federal/Provincial  Civil 

Servants'  Pensions 
Employer  Pensions 


YES 

(~)371 
(  )38-l 
(  )39-l 
(  >40-l 

(  )41-1 
(  )42-l 


SKIP 

TO 

Q.20 


Don't 

NO 

know 

(    )-2 

(    )-3 

(    )-2 

ASK 

(    )-3 

(    )-2 
{    )-2 

Q.19 
e) 

(    )-3 
(    )-3 

(    )-2 

(    )-3 

(    )-2 

(    )-3 

SKIP 

TO 
Q.20 


ASK  FOR  EACH  TYPE  OF  PENSION  IN  d)  WHERE  RESPONDENT  STATED  PART  SHOULD  NOT  BE 
INDEXED  ASK  e) 


Do  you  believe  that  some  percentage  increase  should  be  provide  for  (type) 
Pension?  (Not  necessarily  enough  to  fully  offset  rises  in  the  cost  of  living.) 


YES 
(~T43l 


ASK 


NO 

!!1 

(  )-2 
(  )-2 
(  )-2 


Don't 
know 

( 


ASK 
Q.20 


-3 

-3 
-3 

(  )-3 

(  )-3 


Canada  Pension 

Old  Age  Security  (  )44-l 

Federal  MP  Pensions  (  )45-i' 

Provincial  MP  Pensions  (  ) 4g_2Q.20 

Federal/Provincial  Civil  /  ^ 

Servants'  Pensions  M7-1 

Employer  Pensions  (  ) 48-1 
ASK  ALL: 

Do  you/did  you  belong  to  an  employer  pension  plan? 

YES      (  )49-l  ASK  Q.20b)    NO 

Don't  know 

Do  you/did  you  receive  information  from  your  employer  regarding 

YES     NO 


ASK 
Q.20 


SKIP  TO 
Q  20  E 


(a)  the  amount  of  pension  you  would  receive?     (  )50-l  (  ) -2 

(b)  how  the  pension  fund  monies  were  invested?   (  )51-1  (  ) -2 

c)   Do  you  wish  to  (you  had)  receive(d)  more  information  about  your  employer's 
pension? 

YES        (  )52-I  ASK  Q.20d) 

NO 

Don't  know 


)-3 


—  SKIP  TO  PAGE  13 


20.d)   What  kinds  of  information  do  you/did  you  want  regarding  your  pension? 


(PROBE 
FULLY) 


ASK  RETIRED  RESPONDENTS  ONLY 


IF  NOT  RETIRED  SKIP   q.?1 


I  am  going  to  read  you  a  list  of  some  factors  that  might  be  of  concern  to  you 
in  your  retirement.  For  each  one  I  read  please  tell  me  if  you  are  very  con- 
cerned, fairly  concerned,  not  too  concerned  or  not  at  all  concerned? 
(HAND  RESPONDENT  CARD  B  -  READ  LIST  -  RECORD) 

Very    Fairly   Not  too  Not  at  all 
concerned  concerned  concerned  concerned 

Your  health 

Death  of  family  members  of  friends 

Ability  to  remain  in  contact  with 

your  children 
Lonel iness 

Ability  to  remain  independent 
Death/illness  of  your  spouse 
Ability  to  remain  in  your  own  home 
Ability  to  remain  active/not  be  bored 
Your  financial  position  ( 

f)   Are  there  any  others?  


37- 

38- 
39- 
40- 
41- 

42- 


43- 

44- 
45- 
46- 
47- 
48- 


49- 

50- 
51- 

52- 


53- 
54- 


55- 

56- 

57- 

58- 
59- 
60- 
61- 
62- 
63- 

64- 
65- 
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DEMOGRAPHICS 


CARD  6 


21. 


22. 


23. 


24. 


25. 


26. 


RECORD  SEX:     MALE  (    )6-l       FEMALE  (    )-2 

THESE  QUESTIONS  ARE  FOR  CLASSIFICATION  PURPOSES: 

I  am  going  to  read  you  a   list  of  age  categories.     Would  you  please  tell   me 
the  one  which  includes  your  age? 

18-24  years  of  age  (    )7-l 

25_34  (    \   .2       55-64  years  of  age  (    )-5 

65-74  (    )-6 


35-44 
45-54 


(    )   -3 
(    )   -4 


What  is  your  present  marital   status? 
Never  married  {    )8-l 

Now  married  (    )   -2 

Separated  (    )   -3 


75  and  over 

Divorced 

Widowed 

Other  (SPECIFY) 


(  )-7 


(  )-4 
(  )-5 
(  )-6 


How  many  wage  earners  are  there  in  this  household/were  there  in  this  house- 
hold during  your  working  career?  (WRITE  IN  BELOW) 


What  kind  of  work  did  you  do  in  your  most  recent  job?  Can  you  briefly  describe 
this  job? 


Which  of  these  types  of  industry  was  this  job  in?   (HAND  RESPONDENT  CARD  25) 

(  ) 
(  ) 


(1)  Agriculture 

(2)  Forestry 

(3)  Fishing/trapping 

(4)  Mines,  quarries,  oil  wells 

(5)  Manufacturing  industries 

(6)  Construction 

(7)  Transportation,  communica- 

tion,  other  util  ities 

(8)  Wholesale  trade 


Do  you  now  live  in (READ  LIST) 


(9)  Retail  trade 
(10)  Finance,  insurance,  real 


Finance, 
estate 


(11)  Community,  business  and 

personal  services  (incl, 
Doctors,  etc.  ) 

(12)  Federal   government   (incl. 

armed  forces) 

(13)  Ontario  government 

(14)  Municipal   government 

(15)  Self-employed 

(16)  Other   (SPECIFY) 


A  single-family  dwelling 

A  semi-detached  double  dwelling 

A  duplex 

A  townhouse/maisonette  multiple 
dwel 1 ing 

A  low-rise  apt.    -   (under  5  stories) 

A  high-rise  apt.    (over  5  stories) 

Senior  citizens'    housing 

Nursing   home 

Other   (SPECIFY)  


15-1 
-2 
-3 

-4 

-5 
-6 
-7 


(    ) 

(    ) 

(  ) 
(  ) 
(  ) 
(    ) 


9- 
10- 


11- 
12- 


15- 
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27. 


Is  this  dwelling 


28. 


29. 


Owned,  or  being  purchased  {  )16-1 
Rented  (without  a  subsidy)  (  )  -2 
Rented  (with  a  subsidy)         (  )   -3 

What  is  the  highest  level  of  schooling  you  have  completed?  (READ  LIST) 
Elementary  (public)  school  (  ) 17-1 

Secondary  (high)  school  (  )  -2 

Post-secondary  (other  than  university)       (  )  -3 
University  (undergraduate  degree)  (  )  -4 

University  (graduate  degree)  (  )  -5 

I  am  going  to  give  you  a  list  of  income  ranges.  Would  you  first  tell  me 
your  total  personal  annual  income?  Just  give  me  the  #  beside  the  category. 

And  second,  your  total  family  annual  income?  Please  include  income  from 
all  sources  including  investments,  pensions,  etc. 

(READ  LIST  -  CHECK  ONE  FOR  EACH.   IF  SINGLE-WAGE-EARNER  HOUSEHOLD,  CHECK 
TOTAL  COLUMN  AS  FOR  PERSONAL) 


(1) 

Under  $1,000 

(2) 

$1,000 

-  $1,999 

(3) 

$2,000 

-  $2,999 

(4) 

$3,000 

-  $3,999 

(5) 

$4,000 

-  $4,999 

(6) 

$5,000 

-  $5,999 

(7) 

$6,000 

-  $6,999 

(8) 

$7,000 

-  $7,999 

(9) 

$8,000 

-  $8,999 

(10) 

$9,000 

-  $9,999 

(11) 

$10,000 

-  $10,999 

(12) 

$11,000 

-  $11,999 

(13) 

$12,000 

-  $12,999 

(14) 

$13,000 

-$13,999 

(15) 

$14,000 

-  $14,999 

(16) 

$15,000 

-  $19,999 

(17) 

$20,000 

-$24,999 

(18) 

$25,000 

-$29,999 

(19) 

$30,000 
Refused 

and  over 

Don't  know 

Personal 
18-1 
-2 

-3 
-4 
-5 
-6 
-7 
-8 
-9 
-0 
19-1 
-2 
-3 
-4 
-5 
-6 
-7 
-8 
-9 
-0 
-+ 


Total 
fami 


20-1 
-2 
-3 
-4 
-5 
-6 
-7 
-8 
-9 
-0 

21-1 
-2 
-3 
-4 
-5 
-6 
-7 
-8 
-9 
-0 
-+ 


30. 


In  what  country  were  you  born? 


Of  what  country  are  you  presently  a  citizen? 

' If  not  Canada, 
How  long  have  you  been  in  this  country?  


31. 


What  language  do  you  use  most  frequently? 

In  the  home  

At  work 


THANK  YOU  FOR  YOUR  CO-OPERATION! 
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Appendix  B 

Cards  Accompanying  Questionnaire 

Card  A 

For  the  purposes  of  this  study,  a  person  is  considered  to  be  retired  if 

(a)  Less  than  50  per  cent  (or  one-half)  of  their  total  income  is 
from  paid  employment  and 

(b)  Pension  income  other  than  a  disability  pension  is  received. 


Card  B 

Your  health 

Death  of  family  members  or  friends 

Ability  to  remain  in  contact  with  your  children 

Loneliness 

Ability  to  remain  independent 

Death/illness  of  your  spouse 

Ability  to  remain  in  your  own  home 

Ability  to  ranain  active/not  be  bored 

Your  financial  position 


Card  2 

A  result  of  your  own  financial  contributions? 

Your  spouse's/other  financial  contributions? 

Both  your  cwn  AND  your  spouse's/other  contributions? 


Card  14 

a)  Under  the  present  administration  of  the  Canada  Pension  Plan  today's 
workers,  through  their  contributions  to  the  plan,  pay  for  the 
pensions  of  those  workers  who  have  retired.  In  turn,  tomorrow's 
workers  through  contributions  will  pay  for  the  retirement  pensions 
of  those  presently  working. 

b)  An  alternative  method  of  funding  would  be  to  increase  individual 
contributions  to  the  Canada  Pension  Plan  so  that  each  generation  of 
workers  would  fully  pay  for  their  cwn  retirement  pensions. 
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Card  25 


(1)  Agriculture 

( 2 )  Forestry 

( 3 )  Fishing/trapping 


(4)  Mines,  quarries,  oil  wells 

(5)  Manufacturing  industries 

( 6 )  Construction 

(7)  Transportation,  communication, 

other  utilities 

(8)  Wholesale  trade 


(9) 
(10) 

(11) 


(12) 

(13) 
(14) 


Retail  trade 

Finance,  insurance,  and 

real  estate 
Cormunity,  business,  and 

personal  services 
(incl.  doctors,  etc.) 
Federal  government 

(incl.  armed  forces) 
Ontario  government 
Municipal  government 


( 15 )     Sel f-enployed 


Card 

29 

(1) 

Under  $1 

,000 

(2) 

$1,000  - 

$1,999 

(3) 

$2,000  - 

$2,999 

(4) 

$3,000  - 

$3,999 

(5) 

$4,000  - 

$4,999 

(6) 

$5,000  - 

$5,999 

(7) 

$6,000  - 

$6,999 

(8) 

$7,000  - 

$7,999 

(9) 

$8,000  - 

$8,999 

(10) 

$9,000  - 

$9,999 

(11) 

(12) 
(13) 
(14) 
(15) 
(16) 
(17) 
(18) 
(19) 


$10,000 
$11,000 
$12,000 
$13,000 
$14,000 
$15,000 
$20,000 
$25,000 
$30,000 


-  $10,999 

-  $11,999 

-  $12,999 

-  $13,999 

-  $14,999 

-  $19,999 

-  $24,999 

-  $29,999 
and  over 
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Appendix  E 

Respondent  Selection  Grid 


GRID  #1 


Tabulate  as  usco: 


1  AOULT 

?  adults 

5  adul  rs 

h   OR  MORE 

0 

Woman 

Oldest 
Woman 

YoUNCtST 

Woman 

Youngest 

Woman 

1 

Man 

Man 

Man 

Oldest 

Woman 

2 

Oldest 

Man 

Youngest 

Man 

Youngest 

Man 

3 

Youngest 

Man 

Oldest 

Man 

<»  OR 
MORE 

Oldest 

Man 

GRID  #2 


Tabulatl  as  usto: 


1  adult 

2  adults 

3  ADULTS 

4  OR  MORE 

0 

Woman 

Youngest 
Woman 

Youngest 

Woman 

Oldest 
Woman 

1 

Man 

Man 

Oldest 

Woman 

Man 

2 

Oldest 

Man 

Woman 

Oldest 
Woman 

3 

Youngest 
Nan 

Woman  or 
Oldest 

Woman 

h    OR 

more 

Oldest 
Man 

GRID  i»5 


Tabula  i  e.  as  uscd  : 


1  adult 

2  adults 

5  ADULTS 

't  OR  more 

0 

Woman 

Youngest 
Woman 

Oldest 
Woman 

Oldest 
Woman 

1 

Man 

Woman 

Man 

Youngest 
Woman 

2 

Youngest 
Man 

Oldest 

Man 

Oldest 
Man 

3 

Oldest 
Man 

Youngest 

Man 

h   or 

MORE 

Youngest 
Man 

GR!D  ^ 


Tabulate  as  used: 


1  ADULT 

2  ADULTS 

3  adults 

h  or  more 

0 

Woman 

Oldest 

Woman 

Oldest 
Woman 

Youngest 
Woman 

1 

Man 

Woman 

Youngest 
Woman 

Man 

2 

Youngest 

Man 

Woman 

Youngest 

Woman 

3 

Oldest 
Man 

Woman  or 

Youngest 

Woman 

1.  OR 
MORE 

Youngest 

Man 
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GRID  #5 


Tabulate  as  used: 


1  ADULT 

2  adults 

3  adults 

't  oh  more 

0 

Woman 

Oldest 
Woman 

Youngest 
Woman 

Youngest 

Woman 

1 

Man 

Man 

Man 

Oldest 
Woman 

2 

Oldest 
Man 

Youngest 

Man 

Youngest 

Man 

3 

Youngest 

Man 

Oldest 

Man 

't  OR 
MORE 

Oldest 

Man 

GRID  #6 


Tabulate  as  use 

d: 

1  adult 

2  adults 

3  adults 

h  OR  more 

_) 
o 

X 

0 

Woman 

Youngest 

Woman 

Youngest 
Woman 

Oldest 

V.'oman 

to 

~> 
o 

1 

Man 

Man 

Oldest 
Woman 

Man 

2 

Oldest 
Man 

Woman 

Oldest 

Woman 

3 

Youngest 
Man 

Woman  or 
Oldest 

^.'0^•AN     1 

o 

i*  OR 

more 

1  Oldest 

Man     I 

GRID  in 


Tabulate  as  used: 


1  ADULT 

2  ADULTS 

3  adults  1*+  OR  MORE  | 

0 

.-.OMAN 

Youngest 

Woman 

Oldest 
Woman 

Oldest 
Woman 

1 

Man 

Woman 

Youngest 
Man 

Woman 

2 

Youngest 

Man 

Oldest 

Man 

Oldest 

Man 

3 

i 

1 

Oldest  Youngest 
Man      Man 

h   or 

MORE 

Youngest  | 

r-:AN    i 

Grids  are  numberfd  1  to  7» 

Begin  with  Grid  #  to  select 

YOUR  FIRST  respondent;  THEN  USE  THE 
NEXT  GRID  TO  SELECT  YOUR  SECOND 
RESPONDENT,  ETC,    WhEN  YOO  REACH 

Grid  #7  go  back  to  Grid  #1  and  use 

IN  SEQUENCE,    As  EAQH  GRID   IS  USED 

tabulate  in  the  space  provided. 

Adults  are  household  members  18 
years  of  age  and  over, 
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INTRODUCTICN 

Income  replacement  for  tlie  non-working  elderly  in  Ontario  is  to  a 
large  extent  dependent  upon  two  separate  but  closely  related  programs, 
the  Canada  Pension  Plan  and  the  complex  of  employment  pension  plans. 
Assessment  of  how  well  they  work  depends  upon  v^at  tliey  were  designed  to 
do.  One  of  the  key  measurements  of  their  success  in  fulfilling  their 
respective  roles  is  the  extent  to  which  they  provide  coverage  of  those 
for  v^om  the  programs  were  designed. 

Coverage  alone,  needless  to  say,  does  not  necessarily  mean  that 
benefits  are  ultimately  assured.  Coverage  nay  not  be  effective  because 
it  was  not  long  enough  to  earn  any  returns.  Furthermore,  benefits  them- 
selves may  turn  out  to  be  low  either  because  participation  was  too  short 
or  the  earnings  level  over  the  entire  working  life  was  too  low.  At 
best,  coverage  represents  exposure  to  at  least  the  promise  of  ultimate 
benefits,  providing,  of  course,  that  predetermined  requirements  are 
fulfilled. 

There  are  two  basic  aspects  to  the  question  of  coverage.  One  is 
how  well  does  the  program  cover  tlie  population  it  was  designed  to  bene- 
fit? Evaluation  of  the  program  rests  on  the  degree  of  failure  and  an 
assessment  of  the  reasons  for  any  coverage  shortfall.  Failure  may  stem 
from  such  factors  as  the  inherent  inadequacy  of  the  system  itself, 
restrictions  in  design,  or  certain  limiting  conditions.  It  may  also 
stem  from  factors  outside  the  scope  of  the  program.  These  may  be 
related  to  employment  patterns  or  specific  policy  considerations.  The 
second  aspect  of  the  coverage  issue  is  how  extensive  it  may  be  in  terms 
of  the  working  population  as  a  v^ole. 

The  issue  of  coverage  therefore  can  be  reduced  to  two  broad  ques- 
tions. The  first  is,  in  terms  of  coverage,  how  well  does  a  program  do 
the  job  it  was  designed  to  do?  The  second  is  how  do  these  coverage 
objectives,  even  assuming  they  are  fully  met,  affect  the  total  working 
population?  Whom  do  they  include,  v^om  do  they  exclude,  and  why'? 

This  study  will  examine  both  these  questions.  It  will  first  look 
at  the  general  objectives  of  the  CPP  and  private  plans  in  terms  of  the 
population  for  vihom  they  were  designed.  The  performance  of  these  pro- 
grams in  meeting  their  objectives  will  be  reviewed.  In  the  following 
section,  coverage  in  its  broader  terms  will  be  examined  and  analyzed  in 
relation  to  less  restrictive  components  of  tlie  labour  force.  Participa- 
tion will  be  reviewed  in  greater  detail  with  an  analysis  of  coverage  in 
both  the  public  and  private  sectors,  differences  in  participation  by  men 
and  women,  and  differences  at  various  age  levels;  and  will  include  a 
discussion  of  the  role  of  Registered  Retirement  Savings  Plans  (RRSPs). 
Finally  the  non-covered  population  will  be  quantified  and  analyzed. 
Characteristics  of  the  principal  groups  not  covered  will  form  the  basis 
for  an  appraisal  of  the  potential  to  extend  coverage  for  each  of  the 
groups . 
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THE  SYSTEM  AS  DESIGNED 

Policy,  whether  public  or  private,  determines  the  range  of  cover- 
age. Predetermined  goals  and  objectives  establish  the  groups  for  whom 
the  program  is  aimed.  Having  established  the  goals,  the  test  of  the 
prograjTi  is  how  well  it  has  fulfilled  its  role.  How  extensive,  if  at 
all,  are  the  gaps? 

Income  replacement  for  tlie  retired  in  Ontario  is  largely  dependent 
upon  the  CPP  and  private  pension  plans.  In  concept  and  design  the  CPP 
and  the  private  system  are  different  and  are  based  on  different  policies 
and  rationale.  Historically,  the  complex  of  employment  pension  plans 
was  well  established  as  an  operating  institution  in  Ontario,  and  in 
Canada  as  a  whole,  long  before  the  CPP  was  introduced.  Indeed  the  CPP 
was  in  large  measure  introduced  because  of  the  perceived  inadequacies  of 
the  private  system  and  was  designed  to  fill  these  gaps. 

In  very  broad  terms,  a  characteristic  comiTion  to  the  CPP  and  employ- 
ment pension  plans  is  that  they  are  both  earnings-related  programs;  that 
is,  participation  is  predicated  on  enployment  for  pay  or  profit.  There- 
fore, by  definition  and  design,  the  two  major  labour  force  components 
specifically  excluded  from  both  programs  are  unpaid  family  workers  and 
the  unemployed.  (Coverage  aspects  of  the  unemployed  will  be  discussed 
in  greater  detail  below. )  Employment  pension  plans  have  one  further 
design  restriction  in  that  tliey  specifically  exclude  the  self-employed. 
Thus,  the  CPP  is  designed  for  all  employment  with  earnings,  whether  for 
pay  or  profit,  including  both  paid  workers  and  the  self-eirployed ,  while 
private  plans  are  for  paid  workers  only.  Whether  or  not  these  excluded 
groups  should  be  covered  is  a  policy  matter  and  extension  to  these 
groups,  if  desired,  would  involve  redesign  of  the  programs. 

CPP  Coverage 

In  broad  terms.  Table  1  shows  the  relative  extent  of  coverage  for 
the  enployed  conponents  of  the  labour  force  in  Ontario  who  had  earned 
income.  Measurement  of  CPP  participation  is  somewhat  less  than  precise, 
in  that  it  is  based  on  two  conceptually  different  data  bases  which  are 
not  coiTpletely  conparable.  Labour  force  data  measure  the  situation  at  a 
given  point  in  time.  Thus,  over  the  course  of  the  year,  with  the  ebb 
and  flow  into  and  out  of  the  labour  force,  the  numbers  vary  widely  from 
month  to  month  and  from  season  to  season.  Use  of  tlie  annual  average 
smootlies  out  these  variations  and  adjusts  for  tlie  seasonality.  Contrit>- 
utors  to  CPP  represent  the  number  of  persons  who  contributed  during  the 
year:  it  includes  not  only  all  those  who  were  in  the  labour  force  at 
any  time  during  the  year  but  also  those  who  nay  have  had  their  contribu- 
tions refunded  for  reasons  such  as  age  or  insufficient  earnings.  To 
bring  tlie  two  series  into  a  closer  relationship,  contributor  data  were 
adjusted  to  account  for  underage  contributors  and  those  v^ose  contribu- 
tions were  below  the  enployee  minimum  level.  In  addition  some  rough  ad- 
justments were  made  for  tlie  ebb  and  flow  into  tlie  work-f orce .  ( 1 )  Allow- 
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ing  for  tliese  shortcomings,  the  figures  provided  an  approximation  of  the 
magnitude  of  coverage;  too  strict  an  interpretation  should  not  be  placed 
on  minor  fluctuations  from  period  to  period. 

The  data  nevertlieless  confirm  what  is  generally  expected,  that  CPP 
covers  virtually  tlie  entire  employed  work  force  who  have  either  earnings 
or  profits.  Those  falling  outside  the  protection  of  the  national  pro- 
gram are  few  indeed. 

Furthermore,  virtually  all  participants  in  enployment  pension  plans 
are  also  active  participants  in  the  CPP.  At  the  end  of  1966  for  exam- 
ple, the  latest  year  for  which  oonplete  data  are  available,  well  over 
one  and  a  half  million  (1,608,000)  representing  47.5  per  cent  of  the 
total  paid  workers  in  Ontario  were  covered  by  a  private  pension  plan. 
Virtually  all  of  these  were  also  participants  in  tiie  CPP.  In  that  year, 
it  is  estimated  that  96  per  cent  of  the  3,655,000  enployed  paid  workers 
plus  the  self-enployed  workers  in  Ontario  were  active  members  of  the 
CPP.  It  would  appear,  therefore,  the  CPP  by  and  large  fulfills  its  role 
in  covering  the  population  it  was  designed  to  cover. 

Participation  in  employment  pensions  in  Ontario  over  the  selected 
periods  has  grown  significantly  in  absolute  terms  from  1,222,000  at  the 
beginning  of  1969  to  over  1,600,000  in  1976.  However,  this  growth  was 
little  more  than  a  reflection  of  the  growth  of  the  paid  workers  in  the 
labour  force,  with  the  two  increasing  more  or  less  in  unison.  There- 
fore, the  proportion  of  the  paid  workers  in  Ontario  participating  in 
private  pensions  remained  relatively  constant  at  about  47  per  cent. 

These  figures  do  not,  however,  represent  the  full  measure  of  how 
well  enployment  plans  fulfill  the  role  for  which  they  were  designed.  To 
fully  evaluate  the  employment  pension  system  one  must  look  behind  these 
figures  and  more  specifically  define  the  objectives  in  terms  of  whom 
they  are  designed  to  cover. 

Objectives  of  Employment  Pension  Plans 

The  literature  abounds  in  theories  that  attempt  to  explain  the  ra- 
tionale and  motivation  behind  the  growth  and  development  of  the  employ- 
ment pension  system.  These  include  such  concepts  of  the  pension  plans 
as  "a  device,  instituted  and  nourished  by  business  firms,  to  meet  the 
social  problems  of  old-age  economic  dependency, "  (2)  and  include  other 
theories  such  as  the  "human  depreciation"  and  "deferred  wage"  theories. 
The  general  conclusion  is  that  probably  there  is  no  single  rationale  for 
pension  plans  but  rather  that  a  number  of  broad  and  often  conflicting 
forces  combine  to  motivate  their  formation. ( 3)  A  major  underlying 
force,  as  McGill  points  out,  is  the  eirployers '  objective  of  providing 
financial  support  for  their  retired  enployees.  Thus,  the  employer  as- 
sumes a  degree  of  social  responsibility  for  his  employees,  particularly 
for  tlie  long-term  employees  who  through  their  efforts  have  contributed 
to  the  success  of  the  enterprise.   In  essence  private  pensions  are 
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enployment-related  and  exist  only  where  there  is  an  employer-employee 
relationship.  Consequently,  in  terms  of  design,  objectives,  and  ration- 
ale, membership  is  predicated  on  employment  with  the  sponsor  and  specif- 
ically excludes  the  unemployed. 

Eligibility 

Participation  is  closely  linked  to  eligibility  conditions  prevail- 
ing in  enployment  pension  plans.  They  define  the  broad  categories  of 
employees  v/ho  may  participate  and  the  conditions  to  be  fulfilled  for 
coverage.  Participation  is  not  uniformly  a  condition  of  employment. 
Generally,  eligible  employees  of  non-contributory  plans  are  covered 
automatically,  whereas  in  contributory  plans  participation  may  be  a 
matter  of  choice.  The  larger  contributory  plans  tend  to  make  memtership 
mandatory.  This  is  particularly  true  of  the  large  public  sector  plans. 
On  a  national  basis,  less  than  two- thirds  of  the  private  sector  member- 
ship are  in  coitpulsory  plans,  with  the  balance  in  plans  vihere  participa- 
tion is  voluntary.  Furtliermore ,  according  to  the  most  recent  study  by 
Statistics  Canada,  "the  number  of  plans  that  had  a  different  participa- 
tion condition  for  men  and  wcsnen  continued  to  decline  so  that  in  1976 
only  1  per  cent  of  all  contributory  plans  had  this  variable  condition 
conpared  with  3  per  cent  in  1974. "(4) 

Generally,  therefore,  it  can  be  said  that  eligibility  provisions  do 
not  significantly  inhibit  participation.  In  the  plans  where  employees 
are  given  a  choice,  there  may  be  some  reluctance,  particularly  among 
younger  workers,  to  join  up.  Unfortunately  there  are  no  current  data  to 
measure  the  extent  or  magnitude  of  the  refusal  of  eligible  employees  to 
participate  when  a  plan  is  offered  to  them.  It  is  difficult  to  say 
whether  the  multitude  of  plans  with  voluntary  membership  represent  most 
of  the  small  plans  because  they  are  offered  to  only  relatively  small 
groups  of  employees,  or  whether  they  are  small  because  many  eligible 
employees  simply  refused  to  join.  A  study  conducted  over  a  decade  ago 
indicates  that  relatively  few  voluntarily  remained  outside  a  plan  when 
offered. (5)  By  and  large,  plans  are  designed  to  exclude  the  high  turn- 
over employees  such  as  the  very  young,  and  short-service  workers  includ- 
ing seasonal  and  part-time  employees. 

Furthermore,  some  plans  restrict  membership  to  specific  classes  of 
eirployees;  even  here,  many  employers  operate  separate  plans  for  excluded 
groups.  Most  plans  had  a  service  and/or  age  requirement  for  entry  which 
amounted  to  one  year  or  less  of  service  and,  where  this  was  combined 
with  age,  the  minimum  was  usually  age  18.  At  the  other  end  of  the  age 
scale  in  most  plans  normal  retirement  age  was  65.  Thus  within  the  pro- 
visions of  most  plans  participation  was  confined  largely  (but  not  neces- 
sarily exclusively)  to  employees  between  the  ages  of  18  and  64.(6)  In 
selecting  age  18-64  as  the  age  limits  for  this  study  other  factors  were 
also  considered. 
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Age 

The  labour  force  by  definition  includes  all  workers  from  the  age  of 
15  and  over  but  not  all  age  groups  fall  within  the  orbit  of  pension 
coverage,  particularly  the  very  young  and  those  65  and  over.  The  very 
young,  those  between  ages  15  and  19,  are  at  the  threshold  of  tiieir  work- 
ing careers.  Of  those  v^o  do  enter  the  labour  force,  many  do  so  on  a 
temporary  basis  only,  dividing  their  time  between  school  and  work.  Even 
those  who  are  more  permanently  attached  to  the  labour  force  have  a  high 
incidence  of  job  change.  According  to  an  Economic  Council  of  Canada 
study,  job  mobility  tends  to  be  more  pronounced  anpng  young  workers  who 
have  a  high  propensity  to  move  from  job  to  job  in  search  of  satisfying 
work.  (7)  This  tendency  toward  high  job  mobility  accounts  for  tlie  insti- 
tutional restrictions  on  their  membership  in  private  plans.  Further- 
more, even  when  given  a  choice,  youngsters  do  not  save  for  old  age;  they 
are  primarily  concerned  with  current  consumption.  Thus  personal  choice, 
employment  patterns,  and  institutional  practices  combine  to  severely 
restrict  iTEmbership.  However,  since  age  18  is  the  lower  age  limit  for 
CPP  participation  it  was  taken  as  the  lower  age  limit  for  this  study. 

Also  to  be  considered  is  the  upper  age  limit  for  participation,  in 
most  cases  age  65.  Over  the  past  decade  or  so  an  interesting  phenomenon 
has  been  developing  in  the  employment  pattern  of  the  65  and  over.  De- 
mographic trends  point  to  a  growing  proportion  of  the  population  concen- 
trating in  the  age  65  and  over  group.  Yet  their  participation  in  the 
labour  force  has  been  gradually  declining.  To  some  extent  this  trend 
can  be  attributed  to  the  availability  of  private  and  public  retirement 
benefits.  Also  contributing  is  the  increasing  tendency  for  private  pen- 
sion plans  to  have  age  65  as  the  normal  retirement  age.  Most  workers 
when  given  the  opportunity  tend  to  retire  as  early  as  possible,  partic- 
ularly if  assured  of  pension  benefits.  Thus,  the  terminal  age  for  the 
pension  target  population  could  reasonably  be  taken  to  be  age  64. 

Employment  Patterns 

As  noted  above,  because  of  the  employer-oriented  objectives,  em- 
ployment pension  plans  are  designed  primarily  for  employees  with  pros- 
pects of  a  continuing  input  into  their  employer's  operation,  and  there- 
fore tend  to  exclude  part-time  employees.  Conceptually,  this  component 
of  the  labour  force  is  defined  as  those  who  usually  work  less  than  30 
hours  per  week,  exclusive  of  those  v^o  usually  work  less  than  30  hours 
per  week  but  consider  themselves  to  be  employed  full-time.  ( 8 )  In  1976 
there  was  a  total  of  over  394,000  part-time  workers  employed  in  Oitario, 
representing  somewhat  less  than  12  per  cent  of  total  paid  workers  in  the 
province.  Significantly,  however,  70  per  cent  of  these  were  wcmen,  most 
of  whan  were  employed  in  the  private  sector.  In  aggregate,  one  out  of 
five  women  paid  workers  in  Ontario  had  part-time  employment  in  1976, 
v\^ereas  less  than  6  per  cent  of  the  male  paid  workers  had  part-time 
jobs.  Thus,  exclusion  of  this  pattern  of  employment  reflects  most  heav- 
ily on  wcroen.     Nevertheless,  without  minimizing    the   need   or   rationale 
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for  extending  protection  to  the  increasing  numbers  of  women  v^ose  &a- 
ployment  pattern  to  a  significant  degree  falls  in  this  category,  in 
terms  of  the  program's  cfojectives,  part-time  workers  fall  outside  the 
target  population  for  vrfiich  benefits  were  designed. 

Performance  of  System  as  Designed 

Based  on  these  criteria  the  composition  of  the  labour  force  vrtiich 
employment  pension  plans  were  designed  to  cover  consists  of  full-time 
employed  paid  workers  aged  18  to  64.  In  1976  the  estimated  annual 
average  of  this  group  of  workers  in  Ontario  was  2,913,000.  For  the  same 
period,  pension  plan  membership  in  Ontario,  exclusive  of  the  armed 
forces,  was  1,585,000.  Thus,  54.4  per  cent  of  the  target  labour  force, 
as  restrictively  defined  in  this  section,  participated  in  private  plans, 
and  all  were  also  covered  by  tlie  CPP. 

In  broader  terms,  however,  one  must  look  beyond  the  performance  of 
the  system  as  designed  and  examine  the  extent  of  private  plan  coverage 
for  a  wider,  more  extensive  segment  of  the  working  populaticxi.  TlTe  next 
section,  therefore,  will  examine  the  "target"  labour  force  in  wider  and 
more  general  terms  and  will  analyze  the  resultant  coverage  in  greater 
detail. 


COVERAGE  OF  REDEFINED  mRGET  POPULATIOSI 

The  rrajor  point  of  departure  for  tliis  section  will  be  treatment  of 
the  part-time  wDrkers.  Since  the  analysis  will  be  centred  en  the  target 
population  as  redefined  in  this  section,  the  significant  characteristics 
of  the  covered  population  will  be  examined  in  detail.  Ttiis  will  include 
a  review  of  the  variations  in  coverage  by  sector,  age,  and  sex  of  paid 
workers,  with  some  comment  on  the  role  of  the  RRSP  for  the  self- 
employed.  The  coverage  gaps  revealed  here  will  be  examined  in  more 
detail  in  the  concluding  section  together  with  an  overall  review  of  ron- 
covered  workers  including  the  unemployed  and  non-paid  family  workers. 

Part-time  Workers 

Nearly  10  per  cent  of  employed  paid  workers  are  classified  as  part- 
time  employees,  but  most  of  these  are  women.  Because  many  wcmen  split 
their  working  years  with  a  period  for  child-bearing  and  child-rearing, 
their  full-time  employment  years  tend  to  be  shortened;  and  many  are 
able,  or  elect,  to  work  on  a  part-time  basis  only.  Consequently,  in  the 
past,  part-time  employment  has  been  a  predominant  pattern  for  vcsaan;  and 
as  noted  earlier,  one  of  five  women  in  paid  employment  has  a  part-time 
job.  With  women  becoming  an  increasingly  significant  element  in  the 
labour  force,  part-time  workers  justifiably  could  be  included  in  the 
pension  target  population  that  forms  the  basis  for  evaluating  coverage. 
Table  2  shows  an  estimate  of  employed  paid  workers  in  Ontario  in  1976 
who  were  between  age  18  and  64  and  so  constitute  the  "target  population" 
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thus  far  defined.  Accordingly,  out  of  a  total  target  of  a  work-force  of 
3,218,000  there  were  1,585,000  workers  in  private  pension  plans,  repre- 
senting a  coverage  ratio  of  over  49  per  cent. 

Students 

Ihe  role  of  students  in  this  analysis  requires  special  conment.  As 
noted  earlier,  young  people  are  spending  inore  tiine  at  school  to  acquire 
advanced  knowledge  and  skills  so  as  to  be  more  competitive  in  tiie  labour 
market.  Although  over  tliis  period  tliey  nay  enter  tlie  labour  force  on  a 
full-tizne  basis  for  part  of  the  year  or  have  part-time  employment, 
availability  of  pension  coverage  over  this  period  is  not  significant. 
Tlierefore,  to  the  extent  tliat  students  are  counted  in  the  labour  force, 
one  oould  justifiably  exclude  them  fran  the  target  population  for  pen- 
sions. Measuring  tlieir  labour  force  participation,  however,  presents 
certain  data  problems. 

Ccxiceptually,  students,  and  incidentally  housewives  as  well,  are 
specifically  classified  as  "not  in  the  labour  force."  Only  when  they 
actively  seek  work  or  take  a  job  are  they  included.  Thus  when  students 
start  working  during  their  summer  break,  taking  either  full-time  jobs  or 
part-time  work  (as  defined  herein)  they  swell  the  ranks  of  the  employed. 
In  reality  there  is  an  ebb  and  flow  of  students  into  and  out  of  the  la- 
bour force  over  the  year.  Also  to  some  extent  full-time  students  may 
have  part-time  jobs  that  bring  tliem  into  the  orbit  of  the  labour  force. 
By  selecting  age  18  as  the  lower  terminal  age,  the  impact  of  student 
labour  force  participation  has  been  greatly  reduced.  However,  with  the 
tendency  for  young  people  to  extend  their  schooling  years,  some  added 
adjustments  might  be  made,  particularly  at  the  18-24  age  levels.  The 
extent  to  v^ich  students  in  these  age  categories  are  in  the  labour  force 
can  be  measured  only  in  broad  terms  because  precise  data  are  not  availa- 
ble. At  best,  one  must  rely  upon  special  studies  of  student  employment 
v^ich  have  been  limited  to  specific  months  of  the  year.  These  data  are 
not  readily  comparable  to  tJie  seasonally  adjusted  annual  average  so  that 
<xily  rather  broad  estimates  can  be  made.  According  to  an  unpublished 
special  study  produced  by  Statistics  Canada  in  1971,  it  was  estimated 
that  in  ^ril  of  that  year  23  per  cent  of  the  youth  in  the  labour  force 
between  ages  14  and  24  were  students,  with  heavy  concentration  among 
those  between  14  and  19.  If  one  were  to  project  this  figure,  it  might 
be  assumed  that  approximately  20  per  cent  of  the  paid  workers  in  this 
age  grotf),  on  average,  were  students.  The  difference  in  coverage  re- 
sulting from  excluding  students   is  narginal  at  best. 

Based  on  the  broader  "target"  population  which  includes  part-time 
enployees  and  adjusts  for  students,  in  1976  over  half  (50.4  per  cent)  of 
paid  workers  in  Ontario  participated  in  an  enployment  pension  plan  -  all 
of  whom  also  had  CPP  coverage.  Participation  was  much  higher  for  men, 
amounting  to  nearly  58  per  cent  while  only  39  per  cent  of  women  had 
coverage. 
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Coverage  by  Sector 

A  closer  examination  of  coverage  in  more  detailed  components  of  the 
work  force  provides  greater  understanding  of  tlie  role  employment  plans 
play  in  providing  a  vehicle  for  retirement  savings.  As  may  be  seen  in 
Table  3  nearly  58  per  cent  of  tlie  men  participate  in  a  plan  whereas  only 
slightly  over  one-third  of  the  wanen  do  so.  Significantly,  however,  the 
pattern  of  coverage  varies  widely  fran  the  public  to  the  private  sector. 
Coverage  in  the  public  sector  is  virtually  universal  with  92  per  cent  of 
the  men  and  over  98  per  cent  of  the  women  in  a  pension  plan.  Labour 
force  data  do  not  provide  a  precise  split  between  federal  and  provincial 
public  employment.  Nevertheless,  a  very  rough  estimate  indicates  that 
employees  at  all  levels  of  provincial  government  activity  have  coverage 
which  runs  as  high  as  98-99  per  cent.  Federal  coverage  tends  to  be 
somewhat  lower,  indicating  a  certain  amount  of  part-time  employment 
which  would  keep  the  coverage  level  down.  In  aggregate,  just  under  95 
per  cent  of  all  workers  employed  in  Ontario  by  all  three  levels  of 
government  have  pension  coverage.  Thus  the  coverage  gap  in  the  public 
sector  is  virtually  non-existent. 

The  main  shortfall  in  coverage,  therefore,  may  be  found  in  the  pri- 
vate sector.  Just  under  half  of  the  men  working  for  wages  and  salaries 
in  this  sector  participate  in  a  private  plan.  But  the  largest  shortfall 
is  among  women;  just  over  one  in  five  have  coverage.  Well  over  three- 
quarters  of  the  women  are  outside  a  plan;  many  of  these  are  part-time 
workers,  a  group  that  generally  tends  to  fall  outside  the  scope  of  pri- 
vate programs. 

Table  3 

Coverage  of  Employed  Paid  Workers    in  Ontario  Age   18-64   by  Sector   and 

Sex,   1976 

Sector Men  Women         Both  sexes 

Public  sector 

Private  sector 

Both  sectors 

Coverage  by  Age  and  Sex 

Estimates  of  age  distribution  of  plan  members  were  based  on  income  tax 
data.  This  source  provides  a  distribution  only  of  those  who  contributed 
to  a  private  pension  plan  and  therefore  does  not  include  members  of  non- 
contributory  plans. 

It  is  recognized  that  the  different  eligibility  conditions  between 
contributory  and  non-contributory  plans  could  affect  the  age  distribu- 
tion. Whereas  contributory  plans  may  have  a  minimum  age  requirement  for 
participation,  membership  in  non-contributory  plans  is  usually  uncondi- 
tional, so  that  coverage  starts  with  employment.   Consequently,  there 
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(Per  cent) 

92.3 

98.4 

94.8 

49.4 

21.7 

39.1 

57.8 

38.6 

50.4 

may  be  a  greater  number  of  young  workers  in  non-contributory  plans. 
Since  there  are  no  data  to  adjust  for  this  difference,  there  may  be  a 
slight  distortion  at  the  younger  age  levels  between  18  and  24.  Never- 
theless, since  tax  data  cover  nearly  three-quarters  of  all  plan  members 
in  Ontario,  it  may  be  taken  as  a  good  indication  of  the  order  of  mag- 
nitude of  participation  in  private  pension  plans  by  the  various  age 
groups . 

As  may  be  seen  in  Table  4  the  highest  coverage  ratios  were  found  in 
the  prime  working  ages.  At  the  lower  age  extrenity  only  27  per  cent  of 
enployed  paid  workers  in  the  18-24  age  group  were  in  a  plan.  At  the 
other  extreme  about  one-third  of  the  workers  aged  65  and  over  were 
covered;  probably  most  of  these  were  in  the  private  sector.  Pension 
coverage  in  1976  was  largely  concentrated  between  the  ages  25  and  64.  In 
the  younger  age  groups,  25  to  44,  it  was  estimated  that  over  half  (52 
per  cent)  were  plan  participants.  At  the  older  levels,  in  the  age  group- 
ing 45-54,  the  ratio  went  up  to  over  59  per  cent  and  those  aged  55  to  64 
had  a  coverage  ratio  of  over  68  per  cent. 

Generally  coverage  was  more  ocMiprehensive  among  men  with  the  major 
gaps  appearing  among  women  workers.  At  all  age  levels  coverage  was 
higher.  Nearly  one- third  of  the  men  between  the  ages  of  18  and  24  were 
plan  members.  Nearly  55  per  cent  of  the  next  age  group  had  coverage. 
From  age  35  onwards  at  least  two-thirds  of  the  men  had  coverage  rising 
to  over  80  per  cent  of  those  in  the  age  grotf)  of  55-64. 

As  noted  earlier,  the  significant  gaps  are  found  among  women 
workers;  and  since  most  wcmen  engaged  in  public  sector  employment  have 
pension  protection,  it  follows  that  the  gap  is  almost  entirely  in  the 
private  sector.  As  may  be  seen  in  Table  4  women  under  age  35  have 
conparable  coverage  to  men  at  those  age  levels.  It  may  be  that  this 
coverage  rate  reflects  a  changing  etployment  pattern  emerging  for  the 
current  generation  coming  into  the  labour  force.  Kreps  points  out  that 
there  is  evidence  that  the  work-life  cycle  for  women  is  increasing  with 
higher  levels  of  labour  force  participaticxi.  She  points  out  that  "... 
there  is  increasing  evidence  that  young  women  now  in  the  labour  force 
have  much  stronger  attachments  to  the  labour  force  than  was  true  of 
earlier  cohorts  and  that  they  are  less  likely  to  return  to  full-time 
home  work  either  to  meet  family  responsibilites  or  because  the  job 
market  is  unf avourable . "  ( 9 )  Should  this  trend  continue,  then,  as  the 
current  younger  generations  mDve  tp  through  the  age  scale,  and  wcanen's 
enployment  patterns  move  from  the  present  concentration  in  part-time 
jobs  to  full-time  activity,  coverage  levels  should  also  increase.  In 
the  meantime,  as  may  be  seen  in  Table  4  women  in  their  middle  ages  have 
a  far  lower  rate  of  pension  participation  than  men.  At  the  ages  35-44 
about  two-thirds  of  the  men  and  only  one-third  of  the  women  have  cover- 
age. The  contrast  is  even  sharper  for  the  55-64  groups,  with  only  44 
per  cent  of  the  wonen  and  nearly  81  per  cent  of  the  men  being  active 
members  of  a  plan. 
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RRSPs  as  a  Vehicle  for  Pension  Savings 

A  program  which  has  come  to  assume  an  ever-increasing  role  in  in- 
come support  for  the  elderly  is  the  Registered  Retirement  Savings  Plan 
(RRSP).  It  was  designed  primarily  as  a  personal  retirement  savings 
vehicle.  Individuals  who  feel  they  will  need  more  than  the  benefits 
offered  by  the  CPP  or  tlieir  employment  pension  plan  can  set  up  a  per- 
sonal retirement  savings  program  through  this  system.  Within  certain 
limits,  contributions  may  be  deducted  from  taxable  income  before  calcu- 
lation of  income  tax.  Earnings  on  RRSP  investments  are  accumulated, 
tax-free,  until  retirement  when  the  money  may  be  used  for  an  annuity. 
At  this  point  payments  as  received  become  taxable  but  presumably  (though 
not  necessarily)   at  a  lower  tax  rate  since  income  tends  to  be  reduced. 

Different  contribution  ceilings  apply  for  private  pension  plan 
participants  than  for  non-participants.  Non-participants,  whether  em- 
ployees or  self-employed,  may  contribute  up  to  20  per  cent  of  earned 
income  to  a  maximum  of  $5,500.  Contributors  to  employment  plans  are 
limited  to  20  per  cent  of  income  up  to  a  maximum  of  $3,500,  reduced  by 
their  pension  contributions,  so  that  in  total  their  pension  savings  may 
not  exceed  $3,500  for  tax  deferment  purposes. 

When  introduced  in  1957  RRSPs  were  originally  intended  for  the 
self-enployed,  to  give  them  the  same  tax  deferred  pension  savings  oppor- 
tunities as  were  available  to  contributors  to  occupational  pension 
plans.  From  these  early  beginnings  they  were  rather  slow  to  take  root; 
only  in  recent  years  have  they  become  a  significant  savings  vehicle, 
widely  used  not  only  by  the  self-enployed  but  by  private  plan  members  as 
well.  In  addition,  group  RRSPs  have  become  popular  among  employers, 
either  as  a  supplement  to  an  existing  non-contributory  plan,  or  as  a 
substitute  for  an  employer-sponsored  plan. 

Tax  treatment  of  RRSP  contributions  has  tended  to  increase  parti- 
cipation to  the  point  where  annual  purchases  now  equal  or  even  surpass 
total  enployee  contributions  to  private  pension  plans.  But  this  level 
of  participation  built  up  slowly  over  tlie  years.  Almost  ten  years  after 
their  inception,  less  than  2  per  cent  of  total  tax  filers  in  Canada  in 
1966  contributed  to  RRSPs.  Proportionately  the  level  increased  better 
than  fivefold  over  the  next  decade;  in  the  1976  tax  year  10.5  per  cent 
of  the  tax  filers  reported  RRSP  participation.  In  absolute  terms  the 
numbers  rose  from  far  less  than  100,000  contributors  in  1966  to  nearly 
250,000  in  1970,  and  over  the  next  six  years  skyrocketed  to  1,225,000 
persons  in  Canada  in  1976,  nearly  half  of  whom  (525,000)  were  in 
Ontario.  In  dollar  terms  the  growth  is  even  irore  inpressive.  Over  the 
1970s  alone  they  rose  from  over  $225  million  in  Canada  as  a  v^ole  during 
1970  to  $2,115  million  in  1976,  with  a  total  of  $846  million  in  Ontario 
alone . 

While  RRSPs  were  designed  as  a  pension  savings  instrument,  partici- 
pation in  them  may  be  linked   to   the   tax   treatment  of   contributions  - 
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thus,  to  some  extent,  transforming  tliem  into  a  tax  shelter.  Indeed  one 
can  trace  the  growth  in  participation,  and  more  specifically  the  rapid 
rise  in  contributions  to  changes  in  maximum  allowable  levels.  For  ex- 
ample, the  limits  rose  in  1972  from  a  maximum  of  the  lesser  of  10  per 
cent  of  earnings  or  $2,500  for  non-participants  and  $1,500  for  pension 
participants  to  20  per  cent  or  $4,000  for  non-participants  and  $2,500 
for  participants.  This  has  since  been  raised  to  the  current  level  of 
$5,500  and  $3,500  respectively.  These  changes  undoubtedly  contributed 
to  the  sharply  increased  volume  of  activity,  since  after  each  change 
there  was  a  sharp  rise  in  purchases.  At  the  same  time,  however,  it 
must  be  recognized  that  not  all  the  money  channelled  into  RRSP  funds 
necessarily  end  up  as  pension  savings. 

The  Commission's  Consumer  Survey  shows  that  a  very  high  proportion 
of  RRSP  holders  intend  to  use  these  funds  for  retirement.  When  asked 
how  they  intended  to  use  their  RRSPs  most  (80.1  per  cent)  replied  that 
they  planned  to  keep  them  for  retirement.  Another  7  per  cent  said  they 
intended  to  use  at  least  part  of  these  savings  for  retirement. (10) 

It  is  evident  from  the  Commission's  survey  that  RRSPs  provide  an 
important  means  for  accumulating  retirement  savings.  Table  5  puts  into 
another  perspective  the  role  of  RRSPs  for  Ontario  taxpayers,  showing 
their  numbers  by  income  group,  average  contributions,  and  the  proportion 
of  total  tax  filers  in  each  income  group  v^o  participated  in  this  form 
of  savings.  Although  aggregate  figures  are  available  for  1976,  the  de- 
tails presented  herein  are  not  yet  available  for  that  year  so  1975  data 
have  been  used.  Since  in  aggregate  contributors  rose  from  slightly  over 
9  per  cent  in  1975  to  about  10.5  per  cent  of  all  tax  filers  in  Canada  in 
1976  the  figures  as  distributed  in  Table  5  will  not  change  signifi- 
cantly; therefore  the  1975  data  may  be  assuined  to  be  indicative  of  pre- 
vailing patterns. 

As  may  be  seen  in  Table  5,  RRSP  participation  is  directly  related 
to  income.  As  income  increases,  more  money  is  available  for  discretion- 
ary savings.  Consequently,  although  in  aggregate  only  9  per  cent  of  tax 
filers  had  this  form  of  savings,  the  proportion  ranged  from  less  than 
half  of  1  per  cent  to  over  52  per  cent  according  to  income.  At  the  mid 
and  lower  income  levels  of  those  with  incomes  of  less  than  $10,000  per 
year,  relatively  few  tax  filers  made  any  contributions  to  an  RRSP.  Be- 
yond that,  at  the  higher  income  levels,  it  increased  sharply  with  well 
over  cxie-third  of  those  earning  $20,000-$24,999  in  1975  contributing  to 
an  RRSP.     Well  over  half  of  those  with  $25,000  or  more  did  so. 

In  aggregate  there  were  nearly  437,000  tax  filers  in  Ontario  who 
contributed,  on  average,  $1,376  to  an  RRSP  in  1975.  In  the  following 
year  these  figures  increased  to  525,000  persons  with  an  average  contri- 
bution of  $1,611.  As  one  would  expect,  these  averages  mask  the  actual 
range  of  contributions  made.  At  the  low  end  of  the  income  scale  rela- 
tively few  persons  with  annual  incomes  of  less  than  $3,000  had  an  RRSP 
and  on  average  contributed  around  $300  in  1975.     Those  with   incomes   of 
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$10,000  or  more,  \4io  presumably  are  more  able  tX5  set  money  aside  for  the 
future,  on  average  oontributed  $959  in  the  $10,000-$14,999  level,  in- 
creasing to  $1,665  for  those  in  the  $20,000-$24, 999  range,  and  $2,462 
for  those  earning  $25,000  or  more.  None  of  the  averages  reached  the 
maximum  allowable,  although  undoubtedly  individuals  at  virtually  all 
income  ranges  made  such  contributions.  These  are  masked,  in  part,  by 
the  lower  allowable  levels  for  the  dual  contributions  -  that  is,  from 
those  who  contributed  to  both  an  RRSP  and  an  enployment  pension  plan. 

As  noted  earlier,  RRSP  contributors  are  concentrated  at  the  higher 
income  levels.  Table  5  shows  that  over  83  per  cent  had  annual  incomes 
of  $10,000  or  more.  Furthermore,  in  this  group  it  is  estimated  that 
some  45  per  cent  were  dual  contributors  as  defined  above.  Indeed, 
nearly  all  dual  contributors  were  at  this  incor^e  range;  very  few  -  less 
than  10  per  cent  in  most  lower  income  levels  -  contributed  to  a  private 
pension  plan  as  well. 

Table  5 

Registered  Retirement  Savings  Plans  Contributors  in  Ontario  by  Income 

Showing  Average  Contribution  and  Proportion  of  Tax  Filers  Contributing, 

1975 


Proportion 

of 

tax  filers 

RRSP 

Contributors ' 

Average 

IncoBe 

wi 

.th  RRSPs 

number 

percentage 

contribution 

(Dollars) 

Under  2,000 

.2 

1,889 

.4 

295 

2,000-  2,999 

.5 

1,852 

.4 

311 

3,000-  3,999 

.9 

3,047 

.7 

388 

4,000-  4,999 

1.5 

4,430 

1.0 

486 

5,000-  5,999 

1.9 

5,509 

1.3 

529 

6,000-  6,999 

3.3 

9,312 

2.1 

625 

7,000-  7,999 

5.0 

13,832 

3.2 

664 

8,000-  8,999 

6.6 

16,803 

3.8 

733 

9,000-  9,999 

6.6 

16,135 

3.7 

828 

10,000-14,999 

12.1 

119,431 

27.3 

959 

15,000-19,999 

21.9 

99,908 

22.9 

1,287 

20,000-24,999 

35.4 

58,163 

13.3 

1,665 

25,000  and  over 

52.2 

86,676 

19.9 

2,462 

Total 

9.1 

436,987 

100 

1,376 

Source  Statistics  Canada,  special  tabulations  of  income  tax  data. 

These  patterns  of  concentration  at  the  higher  income  levels  logi- 
cally occur  not  only  because  these  persons  are  most  likely  to  have 
surplus  for  savings,  but  they  also  have  more  to  gain  because  of  their 
higher  marginal  tax  rates.  To  some  extent  also,  at  these  levels  parti- 
cipants in  enployment  plans  feel  they  may  need  more  retirement  income 
than  their  existing  programs  provide;  they  are  more  likely,  and  more 
able,  to  supplement  these  through  the  RRSP. 
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As  originally  intended,  ttiere  is  no  doubt  that  many  self-employed 
take  advantage  of  opportunities  for  tax-sheltered  pension  savings 
through  an  RRSP.  In  any  one  year  tlie  exact  number  who  do  so,  however, 
can  only  be  estimated  fran  existing  income  tax  data.  Special  tabula- 
tions of  income  tax  data  can  identify  individuals  who  in  the  tax  year 
contributed  to  botli  an  employer  plan  and  an  RRSP;  but  this  source  is  not 
sufficiently  sensitive  to  isolate  members  of  non-contributory  pension 
plans  who  contributed  to  an  RRSP.  It  must  be  assumed  that  non- 
contributory  plan  members,  particularly  tliose  at  the  higher  income 
levels,  would  also  supplement  their  retirement  savings.  Nevertheless, 
on  a  national  basis,  fairly  good  estimates  of  self-employed  RRSP  parti- 
cipants may  be  compiled. 

The  extent  of  participation  in  pension  savings  via  RRSPs  by  the 
self-employed  in  Ontario  may  be  derived  from  national  data  produced  by 
special  tabulations  of  income  tax  data.  Since  the  special  taxation 
tabulations  show  that  over  40  per  cent  of  the  RRSP  contributors  were  in 
Ontario  in  1975  (the  latest  year  for  which  data  at  the  required  level  of 
detail  are  available)  the  national  pattern  can  be  said  to  be  representa- 
tive of  Ontario.  A  review  of  contributors  to  RRSPs  by  occupation  shows, 
among  other  details,  that  in  some  professional  classifications  as  many 
as  60  to  70  per  cent  contributed  to  RRSPs.  In  aggregate,  however,  about 
16  per  cent  of  all  self-employed  in  Canada  had  this  type  of  savings.  On 
this  basis  it  may  be  said  that  out  of  the  271,000  self-employed  in 
Ontario  in  1976,   at  least  43,000  had  an  RRSP. 

It  would  appear  therefore  that  RRSPs  as  an  instrument  for  tax- 
deferred  retirement  savings  are  used  not  only  by  the  self-employed  but 
by  others  as  well.  While  admittedly  RP^Ps  are  used  for  tax-sheltered 
savings,  it  would  appear  that  this  is  not  an  extensive  practice  and 
annual  "cash-outs"  are  not  too  widespread.  This  is  confirmed  by  the 
Ccsnmiss ion's  survey  and  is  further  reflected  in  the  large  and  growing 
specialized  funds  being  accumulated  by  tlie  financial  institutions  from 
this  source.  With  the  high  incidence  of  dual  contributors  among  RRSP 
holders  it  is  evident  that  to  a  very  large  extent  these  savings  are  used 
as  a  supplement  to  existing  enployinent  pension  plans.  Furtliermore ,  with 
cash  flows  of  well  over  $2  billion  annually,  RRSPs  in  their  own  right 
have  become  a  major  financial  institution.  With  a  large  proportion  of 
these  funds  flowing  frotn  Ontario  taxpayers  the  significance  to  the  prov- 
ince is  considerable. 

Analysis  of  the  Commission's  Consumer  Survey  provides  further 
details  on  the  role  of  RRSPs  in  the  retirement  savings  practices  of 
Ontario  citizens. 


N»I-COVERED  WORKERS  AND  IHEIR  PROSPECTS  FOR  COVERAGE 

An  appraisal  of  prospects  for  extending  pension  coverage  must   take 
into  account  the  principal  characteristics  of    those   not  covered.      The 
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outline  below  identifies  and  quantifies  the  major  groups  not  covered; 
this  section  will  examine  each  group  and  discuss  the  prospects  for  ex- 
panding their  participation  in  employment  pension  plans. 


Table  6 

Vforkers  in  Ontario  without  Pension  Coverage,  1976. 

Many  Are  There? 


Who  Are  They?  How 


Who  are  they; 


How  many: 


Unpaid  family  workers 

Uneitployed 

Self-employed 

Uncovered  paid  workers 

Public  sector 

33,000 

Men 

29,000 

Women 

4,000 

Private  sector 

1,521,000 

Men 

779,000 

Women 

742,000 

34,000 

242,000 

271,000 

1,554,000 


Total 


2,101,000 


Unpaid  Family  Workers 

As  long  as  pension  coverage  is  confined  to  the  employment  relation- 
ship these  34,000  workers  automatically  will  be  excluded.  This  applies 
to  the  CPP  as  well.  In  the  latter  case,  however,  public  policy  may 
change  to  include  specific  groups  -  for  example,  housewives  v4io  were  ex- 
cluded from  the  CPP  because  they  had  no  earnings  on  which  to  base  either 
contributions  or  benefits. 

Unenployed 

As  long  as  the  242,000  workers  are  in  this  category,  they  are  not 
only  outside  the  scope  of  private  pension  coverage  but  also  fall  outside 
of  coverage  by  the  CPP  as  well.  Both  programs  confine  membership  to 
those  with  earned  income  from  employment.  Aside  from  this  restriction, 
the  age  conposition  of  the  unemployed  is  another  factor  that  places  many 
in  this  group  outside  potential  coverage. 

Unemployment  generally  tends  to  be  much  higher  among  young  workers 
than  older  ones.  A  study  in  the  United  States  found  that  there  is  an 
increase  by  age  in  the  stability  of  labour  force  participation.  Unem- 
ployment and  job  change  was  much  higher  for  those  under  age  25  than  for 
older  workers. (11)  This  was  further  substantiated  by  an  Economic 
Council  of  Canada  study  which  concluded  that  young  workers  have  a  high 
propensity  to  wove  from  job  to  job  in  search  of  satisfying  work.  (12) 
Indeed,  of  the  242,000  unemployed  in  Ontario  in  1976  nearly  half  were 
under  age  25.  Because  of  the  tendency  toward  high  job  mobility  among 
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young  workers,  their  membership  in  private  plans  is  restricted.  Thus  a 
significant  proportion  of  tlie  unemployed  are  the  young  to  whom  pension 
coverage  is  a  secondary  consideration  at  best,  and  who  generally  could 
not  expect  to  be  covered  until   they  are  older. 

In  times  of  high  unemployment,  however,  there  are  some  related 
concerns.  Generally  speaking,  within  individual  firms,  workers  witli  the 
least  seniority  are  the  first  to  be  released;  existing  plan  members  tend 
to  be  tlie  last  to  be  affected  since  membership  assumes  at  least  a  mini- 
mum period  with  the  same  eirployer.  However,  when  economic  conditions 
deteriorate  and  unemployment  reaches  high  levels  even  long-term  workers 
are  affected.  Under  these  conditions,  when  unertployrnent  becomes  so  per- 
vasive as  to  affect  plan  attachment,  it  interrupts  or  even  stops  benefit 
accumulation  and  so  reduces  the  likelihood  of  a  good  pension,  or  even 
any  pension  at  all,  being  accumulated.  This  raises  the  question  of 
preservation  of  accrued  benefits.  The  CPP  at  least  preserves  earned 
benefits  by  locking  in  both  enployer  and  employee  contributions.  An- 
other closely  related  question  is  whether  an  unemployed  person,  partic- 
ularly if  unemployment  is  over  an  extended  period,  would  prefer  to  eat 
now  or  save  for  old  age. 

Sc»ne  countries  have  used  pension  programs  to  ease  their  unemploy- 
ment problems.  They  have  reduced  retirement  age  and  provided  incentives 
for  older  workers  v^o  could  not  find  employment  to  join  the  retirement 
rolls.  In  the  process,  however,  the  retirement  system  is  not  used  for 
the  functions  for  which  it  was  designed.  Philosophically,  income  sup- 
port for  the  unemployed  is  fundamentally  different  from  income  support 
for  the  elderly  so  that  separate  programs  are  designed  and  used  to  meet 
each  contingency.  One  cannot  be  used  to  resolve  the  difficulties  of  the 
other  without  seriously  eroding  and  disrupting  the  program. 

Non-coverage  of  tlie  unemployed  is  not  primarily  a  reflection  en  the 
pension  system  but  is  largely  the  result  of  prevailing  employment  and 
economic  conditions  which  are  outside  the  realm  of  pensions.  The  basic 
problem  is  to  bring  these  workers  into  gainful  employment. 

Self-Eirployed 

All  the  271,000  self-employed  in  Ontario  are,  by  definition, 
covered  by  the  CPP.  Supplementation  of  these  benefits  is  largely  the 
responsibility  of  the  individual.  As  discussed  above,  there  are  tax 
incentives  to  induce  the  self-employed  to  save  systematically  for  old 
age  through  the  RRSP.  And  as  noted,  at  least  16  per  cent  take  advantage 
of  this  opportunity.  Even  at  this  level,  when  one  considers  the  at- 
tractive tax  benefits  for  RRSPs  it  is  surprising  that  so  few  of  the 
self-errployed  take  advantage  of  this  savings  vehicle.  To  a  large  extent 
personal  savings  and  other  asset  accumulations  no  doubt  constitute  the 
major  source  for  income  replacement  in  old  age  for  the  self-employed. 
Thus  coverage  for  most  of  this  group  is  primarily  a  matter  of  self- 
determination  . 
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Non-covered  Paid  Workers 

The  1,554,000  persons  in  this  segment  of  the  work- force  constitute 
the  largest  single  group  outside  the  private  program,  though  virtually 
all  are  in  the  CPP.  Not  only  does  this  category  represent  nearly 
three-quarters  of  all  persons  without  coverage  but  is  most  likely  to 
serve  as  the  mechanism  for  ultimately  bringing  the  unemployed  under 
private  plans.  Therefore,  this  is  the  group  that  requires  special 
attention. 

It  is  estimated  that  pension  plan  sponsors  employed  about  two- 
thirds  of  the  paid  workers,  but  not  all  of  them  participated  in  their 
employer's  plan.  (13)  Many  employees,  for  a  variety  of  reasons,  do  not 
participate  even  when  a  plan  is  available.  Some  workers  are  teirporarily 
excluded  because  they  have  not  yet  fulfilled  eligibility  requirements  of 
the  plan.  Others,  v^en  given  the  choice,  elect  not  to  join.  Plans  tend 
to  make  participation  a  matter  of  individual  choice  where  employee  con- 
tributions are  involved,  particularly  in  contributory  plans.  Studies 
have  shown  that  as  many  as  10  per  cent  of  the  eirployees  on  payroll  when 
given  the  choice  elected  not  to  join  available  plans  even  though  they 
were  eligible. (14) 

Virtually  all,  98  per  cent,  of  those  not  covered  in  1975  were  in 
the  private  sector  \^^ere  the  major  shortfall  exists.  Of  the  1,521,000 
in  the  private  sector  who  were  without  a  private  plan,  nearly  half  were 
women.  Of  those,  one  in  five  were  in  part-time  employment  \^ich,  as  was 
noted  earlier,  leaves  them  outside  the  scope  for  potential  participa- 
tion. Only  8  per  cent  of  the  men  were  in  this  category.  Among  the  men 
in  this  category  a  high  ratio  tended  to  be  under  age  25  -  the  high  turn- 
over group  most  likely  to  be  excluded  fron  plans.  Presumably  as  these 
workers  grow  older  their  potential  for  coverage  increases. 

These  data  show  tlie  situation  in  1976  and  do  not  fully  reflect  the 
impact  of  the  human  rights  legislation  particularly  on  pension  plans. 
Generally  speaking  there  already  were  limited  restrictions  on  women  in 
plans  and  the  few  remaining  differences  were  rapidly  disappearing.  (15 ) 
Once  the  human  rights  legislation  is  fully  reflected  in  plans  these 
marginal  differences  will  disappear  altogether.  The  major  remaining  de- 
terrent to  expansion  of  coverage  for  women  therefore  will  be  their  pat- 
tern of  employment.  The  current  trend  points  to  extended  labour  force 
participation  by  women.  When  combined  with  increased  awareness  of  the 
need  for  long-term  planning  for  retirement,  the  prospects  for  expanded 
coverage  should  increase. 

An  overriding  factor  inhibiting  greater  coverage  is  the  fact  the 
pension  plans  in  the  private  sector  tend  to  be  concentrated  among  large 
employers.  In  Canada  as  a  whole,  fewer  tlian  16,000  plans  were  in  opera- 
tion in  1976  among  some  600,000  business  entities.  A  similar  ratio 
would  apply  to  Ontario  as  well.  Schulz  points  out  that  "a  profile  of 
these  small  employers  would  include  the  business  proprietors  found  on 
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any  typical  small  town  Main  Street  or  any  large  city  neighbourhood 
shopping  centre;  the  small  retailer,  the  local  restaurant,  the  service 
station,  repair  service,  the  barber  and  beauty  shop,  the  doctor,  the 
dentist,  the  auto  dealer  -  and  many,  many  more  small  employers  of  wage 
and  salaried  workers. "(16)  This  accurately  describes  the  situation  in 
Ontario  as  well.  It  is  among  these  small  employers  that  many  of  the 
more  than  one  and  a  half  million  non-covered  workers  are  enployed. 

What  are  tlie  prospects  for  expansion  in  this  area?  The  multitude 
of  small  employers  have  available  to  them  two  facilities  that  hold  some 
premise  for  extension  of  coverage  to  their  employees.  The  first  of 
these  is  the  multi-enployer  plan.  It  has  the  merit  of  spreading  the 
cost  of  development  and  operation  among  a  number  of  employers,  bringing 
the  unit  cost  down  to  a  manageable  level  for  individual  enployers.  Sav- 
ings are  made  by  using  a  prototype  master  plan  for  all  participating 
employers.  The  other  development  holding  prcsnise  for  the  small  employer 
is  the  RRSP  and  particularly  the  group  RRSP.  It  serves  as  a  ready 
funding  medium  for  money  purchase  arrangments  having  all  the  necessary 
qualifications  to  meet  regulatory  requirements. 

However,  even  with  these  developments  tliere  are  other  factors  that 
tend  to  limit  the  degree  of  expansion  among  the  small  operators.  The 
small  firm  tends  to  be  relatively  young  in  years.  In  the  early  years  of 
development  the  priority  for  funds  tends  to  be  for  business  expansion 
rather  than  pensions.  The  small  employer  who  owns  his  own  business 
tends  to  view  pension  contributions  as  a  personal  cost.  Finally,  the 
small  business  owner  is  frequently  an  independent  person  who  strongly 
believes  that  each  individual  is  responsible  for  his  own  financial 
future.  In  the  small  family  enterprise  he  may  be  more  motivated  by  the 
need  to  provide  for  himself  and  his  heirs  than  for  his  employees. 

Some  of  these  restricting  forces  have  been  overcome  through  the  jve- 
dium  of  the  multi-employer  plans.  There  has  been  evidence  of  growth  in 
this  area,  particularly  in  Western  Canada.  Also,  the  group  RRSP  is  an- 
other vehicle  available  to  the  small  enployer.  Its  main  merits  are  that 
at  least  it  does  not  involve  excessive  development  and  operating  costs 
and  leaves  the  accumulation  of  funds  largely  in  the  hands  and  control  of 
the  workers  themselves. 

Significant  advances  are  thus  being  made  in  removing  barriers  to 
further  extension  of  private  pension  coverage.  There  still  are  substan- 
tial gaps.  These  gaps  in  coverage  cannot  easily  be  removed  entirely  as 
long  as  workers  move  from  employer  to  eirployer  and  private  plans  exclude 
participation  during  initial  periods  of  eirployment. 

This  review  was  focused  primarily  on  existing  employment  patterns 
and  trends  that  appear  to  be  developing  over  a  relatively  short  term. 
To  go  beyond  that  would  be  largely  speculative.  Yet  in  the  light  of 
demographic  trends  over  the  balance  of  this  century  and  on  into  the 
twenty-first  century  some  forward  looking  would  be  in  order.   It  is 
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obvious  that  as  the  baby  kxx)m  generation  passes  through  middle  age  and 
on  to  retirement,  after  the  year  2000,  their  aging  process  among  other 
things  will  have  a  serious  inpact  on  earning  replacement  programs  for 
the  retired.  This  is  an  appropriate  time  to  at  least  n^e  some  informed 
judgments  of  what  tlie  future  may  bring  so  that  adequate  policies  can  be 
developed  today  to  meet  the  contingencies  of  the  future.  The  long-term 
issues  are  clearly  outside  the  terms  of  reference  of  this  study  but  in 
evaluating  coverage,  and  particularly  its  potential  growth  in  Ontario, 
one  inevitably  must  come  to  grips  with  the  inplications  of  demographic 
trends . 
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NOTES 

(  1  )   Although  the  self-employed  have  a  somewhat  higher  nni.nimum  earnings 
level  than  paid  workers,  data  detail  did  not  allow  for  this 
adjustment.   Numbers  of  contributors  were  invariably  higher  than 
annual  average  labour  force  and  therefore  contributors  for  each 
year  were  reduced  by  the  ratio  of  difference. 

(2)  See  Dan  M.  McGill,  Fundamentals  of  Private  Pensions,  Richard  D. 
Irwin,  Inc.,  Homewood,  Illinois,  p.  20. 

(3)  Joseph  J.  Melone,  and  Everett  T.  Allen,  Pension  Planning: 
Pensions,  Profit  Sharing  and  Other  Deferred  Compensation  Plans, 
Dow-Jones-Irwin  Inc.,  Homewood,  Illinois,  1956,  p.  17,  also  see 
McGill,  Fundamentals  of  Private  Pensions. 

(4)  Statistics  Canada,  Pension  Plans  in  Canada,  1976,  p.  32. 

(5)  A  very  old  study  "Survey  of  Pension  Coverage  1965"  indicates  that 
in  Canada  as  a  whole  about  2  per  cent  of  the  paid  workers  chose 
not  to  join  their  employers'  plan. 

(6)  Statistics  Canada,  Pension  Plans  in  Canada,  1974,  p.  35. 

(7)  Economic  Council  of  Canada,  "People  and  Jobs,"  pp.  90-94. 

(8)  Statistics  Canada,  The  Labour  Force,  Cat.  71-001. 

(9)  Juanita  M.  Kreps,  "Social  Security  in  the  Coming  Decade: 
Questions  for  a  Mature  System,"  Social  Security  Bulletin,  March 
1976,  p.  26. 

(10)  The  role  of  RRSP  as  a  pension  savings  program  based  on  the 
Commission's  Consumer  Survey  is  discussed  in  greater  detail  in  the 
separate  study  supplementing  this  report. 

(11)  M.W.  Riley,  M.  Johnson  and  A.  Finer,  eds.  "Aging  and  Society," 
Vol.  3,  p.  172. 

(12)  Economic  Council  of  Canada,  "People  and  Jobs,"  pp.  90-94. 

(13)  Harry  Weitz,  "Private  Pension  Plan  Coverage,"  see  also  "Pension 
Plans  in  Ontario  Statistics  1963,"  The  Pension  Commission  of 
Ontario,  p.  4. 

(14)  Statistics  Canada,  Survey  of  Pension  Plan  Coverage,  1960,  Cat. 
74-506. 

(15)  Statistics  Canada,  Pension  Plans  in  Canada,  1976,  Cat.  74-401. 

(16)  James  H.  Schulz,  "Pension  Aspects  of  the  Economics  of  Aging: 
Present  and  Future  Roles  of  Private  Pensions,"  a  working  paper 
prepared  for  The  Special  Committee  on  Aging,  United  Stated  Senate, 
January  1970,  p.  26. 
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INTRODUCTION 

1\vo  decades  after  its  introduction  in  1957,  the  Registered  Retire- 
ment Savings  Plan  (RRSP)  program  has  evolved  into  an  important  savings 
vehicle  in  Canada.  (1)  Initially  the  program  was  rather  slow  to  take 
root,  pronpting  one  researcher  in  the  mid-1960s  to  observe  that  "a  tax 
deduction  scheme  that  attracts  only  1.4  per  cent  of  eligible  taxpayers 
must  be  judged  something  less  than  a  smashing  success.  "(2)  Since  that 
time  it  has  been  expanded  and  extended  much  beyond  its  initial  limits 
and  consequently  attracted  increasing  taxpayer  participation.  By  1976, 
the  latest  year  for  which  data  are  available,  10.5  per  cent  of  the  over 
12  million  persons  who  filed  income  tax  returns  in  Canada  reported  RRSP 
contributions.  Significantly,  the  value  of  these  payments  reached  a 
record  level  of  well  over  $2  billion.  With  annual  accumulations  of  this 
magnitude  the  program  has  come  to  represent  an  important  component  of 
gross  personal  savings  in  Canada. 

To  provide  some  insight  into  the  role  of  RRSPs  in  the  pension  sav- 
ings system  as  well  as  a  general  profile  of  participants  and  their  per- 
sonal characteristics,  one  must  turn  to  income  tax  data  as  a  primary 
information  source.  These  data,  however,  have  certain  limitations.  At 
best  they  provide  a  snapshot  picture  at  a  given  point  in  time.  As  such, 
the  data  show  the  personal  and  other  characteristics  of  all  persons  who 
filed  a  tax  return  and  contributed  to  an  IRRSP  in  a  given  year.  One  can- 
not differentiate  between  single  year  contributors  and  those  who  make 
regular  annual  contributions.  Some  sense  of  the  longitudinal  patterns 
may  be  inferred  from  an  examination  of  changes  over  time.  Therefore,  in 
this  review  some  historical  trends  will  be  analyzed. 

A  further  limitation  of  this  data  source  is  that  the  annual  pay- 
ments reported  in  income  tax  records  represent  gross  inflow  of  funds. 
They  do  not  reflect  cash-outs  that  inevitably  occur  during  the  year.  In 
the  normal  functioning  of  this  program  some  of  the  funds  are  withdrawn 
to  purchase  annuities  for  eligible  participants.  Furthermore,  and  more 
iirportant  in  terms  of  the  focus  of  this  study,  those  funds  placed  in  the 
system  for  tax  shelter  purposes  will  obviously  be  withdrawn,  and  not 
kept  as  a  long-term  accumulation  for  future  pension  income.  The  degree 
to  which  the  program  serves  as  a  pension  savings  vehicle  rather  than  a 
tax  shelter  may  be  inferred  from  the  magnitude  of  the  funds  accumulated 
over  die  three  decades  of  its  existence.  It  is  estimated  that  at  the 
end  of  1978  RRSP  aggregate  savings  in  Canada  amounted  to  well  over  $7 
billion,  representing  a  substantial  portion  of  the  gross  inflow  since 
1957.  Therefore,  notwithstanding  the  regular  withdrawals,  this  substan- 
tial accumulation  suggests  that  by  and  large  RRSPs  are  serving  their 
primary  function  as  pension  savings.  This  is  further  corroborated  by 
the  Commission's  Consumer  Survey  v^ich  shows  that  a  high  proportion  of 
participants  indicated  that  their  RRSPs  were  purchased  for  pension 
income. 
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Subject  to  these  limitations,  income  tax  riecords  provide  a  valuable 
data  base  for  a  study  of  RRSPs.  To  place  the  program  in  perspective, 
the  first  section  of  this  study  will  review  the  growth  of  RRSPs  in 
Canada  over  the  1970s,  with  enphasis  on  the  1976  tax  year  -  the  latest 
year  for  which  complete  data  are  available.  This  overview  will  be  fol- 
lowed by  an  examination  and  analysis  of  tlie  trends  in  Ontario.  It  will 
show  the  extent  of  participation  in  the  province  and  the  changing  char- 
acteristics of  participants  in  terms  of  age,  income,  sex,  and  contribu- 
tion level. 


OVERVIEW  OF  RRSPs  IN  CANAm 

Proportion  of  Tax  Filers  in  Canada  with  IRP^Ps 

There  has  been  a  dramatic  growth  of  participation  in  RRSPs  by 
Canadians  over  the  first  half  of  the  1970s.  In  relative  terms,  parti- 
cipation remained  at  a  low  level  in  the  first  decade  of  the  program's 
existence,  and  it  was  only  in  the  1970s  that  RRSPs  came  into  their  own. 
The  growth  was  not  only  among  men  but  more  significantly,  as  more  and 
more  women  joined  the  lahxDur  force,  an  increasing  proportion  used  this 
type  of  savings.  Participation  ranged  from  a  low  of  1.2  per  cent  of 
women  who  filed  tax  returns  in  1969  to  6  per  cent  in  1976.  Among  men, 
it  rose  from  2.8  per  cent  to  13  per  cent  over  the  same  period.  The  full 
inpact  of  this  expansion  comes  into  sharper  focus  when  cne  realizes  that 
over  this  same  period  the  total  number  of  persons  in  Canada  who  filed 
income  tax  returns  grew  enormously  from  nearly  8.5  million  to  well  over 
12.3  million  persons  in  1976.  Therefore,  over  tliis  period  an  increasing 
proportion  of  a  sharply  rising  number  of  tax  filers  entered  the  program 
so  that  in  absolute  terms  the  expansion  was  very  extensive  indeed. 

Table  1 

Proportion  of  Tax  Filers  in  Canada  with  RRSPs,  by 

Sex,  Selected  Years,  1969-1976 


Men 

Women 

Both  sexes 

(Per  cent) 

1969 

2.8 

1.2 

2.3 

1973 

8.8 

3.7 

6.9 

1975 

11.6 

4.9 

9.0 

1976 

13.3 

6.2 

10.5 

Source  Non-published  data  provided  by  Revenue 
Canada,  Taxation. 

Growth  in  Contributions  and  Membership 

This  expansion  was  reflected  not  only  in  the  number  of  RRSP  pur- 
chasers, but  also  in  the  remarkable  growth  in  both  total  and  average 
contributions  over  the  past  few  years.  This  shows  up  sharply  in  "feble  2 
which  shows  contributors,  average  and  total  contributions  to  RRSPs  by 
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province.  In  national  terms  fewer  than  a  quarter  million  persons  who 
filed  income  tax  returns  in  1969  participated  in  the  RRSP  program  and 
contributed  $178.6  million.  By  1975  their  numbers  rose  to  over  oie  mil- 
lion, and  in  aggregate  they  set  aside  well  over  one  and  a  half  billion 
dollars  into  RRSP  accounts.  Continuing  the  sharp  upward  trend  in  the 
following  year,  more  than  one  and  a  quarter  million  tax  filers  in  Canada 
purchased  over  $2,115  billion  worth  of  RRSPs.  Over  this  same  period  the 
average  contribution  nearly  doubled  from  $867  in  1969  to  $1,638  by  1976. 

Within  Ontario  as  in  the  rest  of  the  country,  the  response  rate  to 
the  RRSPs  brought  increasing  numbers  into  the  program  over  the  course  of 
the  1970s.  Participation  rose  considerably  frcxn  the  89,459  who  contrib- 
uted in  1969  to  well  over  half  a  million  tax  filers  in  1976  (525,144). 
Conparable  increases  were  recorded  in  the  other  provinces,  but  by  far 
the  largest  number  of  participants  were  in  Ontario.  Consistently 
throughout  this  period,  about  40  per  cent  of  the  active  contributors  in 
each  tax  year  were  in  Ontario.  Quebec,  which  was  second  in  terms  of 
numbers,  by  1976  had  only  slightly  over  one-quarter  million  persons  in 
the  program. 

Average  contributions  by  Qitario  participants  closely  followed  the 
national  average  and  usually  was  well  below  that  of  the  western  prov- 
inces, where  on  average  the  largest  contributions  were  made.  In  1969, 
for  example,  Ontario  contributors  on  the  average  paid  $859  into  an  RRSP, 
surpassed  by  Quebec  with  $867.  Of  the  western  provinces  only  Alberta 
and  British  Columbia  surpassed  this  figure  with  an  average  of  $908  in 
Alberta  and  $938  in  British  Columbia.  By  1976  contributions  nearly 
doubled,  but  the  gap  between  the  Ontario  average  and  that  of  the  West 
widened.  Ontario,  with  an  average  of  $1,612  per  RRSP  was  well  below  the 
$1,815  level  for  Alberta  and  $1,744  for  British  Columbia;  but  surpassing 
all  of  these  and  recording  the  highest  level  in  the  country  was 
Saskatchewan,  with  average  contributions  of  $1,999.  Indeed,  through  the 
1970s,  Saskatchewan  participants  unfailingly  surpassed  the  other  prov- 
inces in  average  contribution  levels. 

Accumulated  RRSP  Funds  in  Canada 

Increasing  contribution  levels  and  rising  participation  are  re- 
flected in  a  steadily  growing  flow  into  RRSP  funds.  As  may  be  seen  in 
Table  3,  \^at  started  out  to  be  a  trickle  of  funds  in  the  mid-1950s  and 
early  1960s  became  a  veritable  flood  by  the  early  1970s.  In  the  first 
ten  years  of  their  existence  from  1958  to  1967,  gross  contributions  into 
RRSP  funds  amounted  to  about  half  a  billion  dollars  ($547  million).  But 
over  the  next  ten  years  the  accumulated  gross  inflow  swelled  to  more 
than  $9.6  billion. 

In  1977  alone,  contributions  amounted  to  well  over  $2.3  billion, 
more  than  double  the  amount  contributed  in  the  first  ten  years  of  the 
program. 
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Effect  of  Tax  Changes  in  Ontario 

Taxpayer  participation  in  RRSPs  appears  to  be  responsive  to  the 
level  of  tax  defernnent  allowable.  Historically,  each  upward  adjustment 
in  allowable  contribution  ceilings  has  brought  increasing  numbers  of 
taxpayers  into  the  RRSP  market,  with  a  resultant  sharp  rise  in  gross 
contributions.  Table  3  clearly  shows  these  benchmarks.  After  a  period 
of  moderate  year-to-year  increases  in  gross  cash  inflows,  the  pattern 
was  interrupted  in  1975  by  a  sharp  rise  of  some  42  per  cent  over  the 
previous  tax  period.  This  appears  to  have  been  in  response  to  a  1965 
amendment  which  increased  tlie  contribution  ceiling  from  the  lesser  of  10 
per  cent  of  income  or  $1,500  for  contributors  to  private  pension  plans 
and  $2,500  for  all  others,  to  20  per  cent  of  income,  but  with  dollar 
limits  unchanged.  The  next  peak  appears  in  1972.  In  that  year  contri- 
bution limits  were  raised  sharply,  to  the  lesser  of  20  per  cent  of 
eligible  incone,  or  $2,500  for  private  plan  contributors  and  $4,000  for 
others.  At  this  point  gross  contributions  more  than  doubled  to  over 
$645  million  in  1972  fran  $319  million  the  previous  year.  In  1973,  the 
second  year  in  v^^ich  these  higher  contribution  levels  applied,  gross 
RRSP  contributions  rose  by  another  43  per  cent;  they  fell  back  in  1975 
to  a  growth  rate  of  23  per  cent,  but  still  amounted  to  well  over  $1.5 
billion.  The  last  increase  in  allowable  limits  was  made  in  1976,  rais- 
ing the  dollar  level  to  $3,500  for  contributing  plan  members,  $5,500  for 
others.  In  that  year  the  taxpayers  responded  by  increasing  their  input 
into  RP?SPs  by  some  39  per  cent,  bringing  the  total  to  a  new  high  of 
$2,115  billion  for  a  single  year.  Although  the  contribution  level  con- 
tinues to  grow,  preliminary  figures  for  the  1977  tax  year  indicate  that 
another  $2,355  billion  were  placed  in  RRSPs,  for  a  lower  growth  rate  of 
11  per  cent.  Any  conclusion  to  be  drawn  from  this  apparent  downward 
trend  in  growth  rate  would  be  very  speculative  and  premature  at  this 
time,  since  a  single  observation  cannot  be  construed  as  indicative  of  a 
trend. 

It  should  be  emphasized,  however,  that  the  trend  shown  in  Table  3 
represents  only  the  gross  inflow  into  RRSP  accounts  and  not  the  net 
amount  that  remains  for  long-term  accumulation.  Obviously,  if  the  in- 
flow is  responsive  to  tax  stimulus,  some  portion  at  least  must  be  tax- 
sheltered  funds  and  therefore  subject  to  withdrawal.  Also,  over  two 
decades  of  operation,  the  program  contains  some  element  of  matured  hold- 
ings that  must  be  withdrawn  to  purchase  annuities.  The  question  arises, 
therefore,  how  much  of  the  more  than  $10  billion  that  streamed  through 
RRSP  accounts  still  remains  for  long-term  accumulation  to  provide  pen- 
sion income  for  holders? 

Conprehensive  data  related  to  total  assets  held  in  RRSP  funds  are 
not  available,  but  some  broad  estimates  can  be  made.  Fairly  complete 
data  of  net  RRSP  holdings  by  trust  companies  and  mutual  funds  can  be 
derived  from  recently  published  material. (3)  The  major  information  gaps 
are  the  insurance  company  RRSP  funds  which,  in  practice,  represent  a 
relatively  small  proportion  of  total  RRSP  sales.   The  relative  size  of 
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insurance  company  activity  in  the  RRSP  program  may  be  seen  in  unpub- 
lished data  from  Revenue  Canada,  lA^ich  show  the  number  of  new  RRSP  ac- 
counts that  came  into  existence  in  the  1976  tax  year.  Of  the  nearly 
705,000  new  accounts  in  1976,  less  than  180,000  were  with  insurance  con- 
panies;  in  other  words,  they  had  about  one-quarter  of  the  new  business 
in  1976.  Data  for  these  current  funds  as  well  as  past  accumulations  are 
not  available,  with  one  minor  exception.  That  is  the  RRSP  component  of 
insurance  company  segregated  funds  designed  primarily  for  the  private 
pension  industry.  Of  the  total  segregated  fund  assets  of  well  over  $3.5 
billion  in  1977(4)  oily  $200  million  were  RRSP  allocations. 

Table  3 

Contributions  to  RRSP  Funds  in  Canada,  1958-1977 

Annual  contributions Annual  increase 

(Per  cent) 


25 
18 
15 
24 
42 
23 
18 

20 
25 
26 
42 
100 
43 
35 
23 
39 
11 


a  Estimate 

b  Preliminary  figure  provided  by  Revenue  Canada,  Taxation. 

Source  Revenue  Canada,  Taxation,  Taxation  Statistics,  Annual  reports 
for  Taxation  Years  1958-1976. 

Based  on  these  data,  it  is  estimated  that  by  the  end  of  1977  assets 
held  in  RRSP  funds,  exclusive  of  those  held  by  chartered  banks  and  in- 
surance companies  (other  than  their  limited  segregated  component) 
amounted  to  well  over  $6  billion.  The  actual  amount  undoubtedly  is  con- 
siderably higher;  as  a  conservative  estimate  the  assets  could  be  ex- 
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(Thousands  of  dollars) 

1958 

19,004 

1959 

20, 000(a) 

1960 

27,526 

1961 

34,322 

1962 

40,456 

1963 

46,456 

1964 

57,704 

1965 

81,997 

1966 

100,618 

1967 

118,864 

1958- 

-1967 

546,947 

1968 

142,618 

1969 

178,600 

1970 

225,200 

1971 

319,800 

1972 

645,100 

1973 

922,600 

1974 

1 

,243,700 

1975 

1 

,524,500 

1976 

2 

,115,500 

1977 

2 

,355, 000(b) 

1968- 

-1977 

9,672,618 

1958- 

-1977 

10,291,565 

pected  to  amount  to  between  $6  and  $7  billion,  and  probably  closer  to 
the  $7  billion  figure.  On  this  basis,  therefore,  the  actual  flow- 
through  of  $10  billion  paid  into  the  RRSP  program  since  its  inception 
has  ended  with  a  30  to  35  per  cent  net  cash-out.  This  is  not  out  of 
line  with  the  cash-out  rate  one  would  expect  from  a  program  where  ap- 
proximately 80  per  cent  of  the  participants  indicated  that  their  pur- 
chases were  made  for  pension  purposes  as  disclosed  in  the  Commission's 
survey.  The  assets  remaining  in  RRSP  funds  largely  represent  net  sav- 
ings for  pension  purposes.  As  such,  they  constitute  a  very  substantial 
pool  of  funds  accumulated  as  part  of  personal  pension  programs.  The 
following  sections  will   look  at  these  discretionary  savings  in  Oitario. 


RRSPs  IN  ONTARIO:      HISTORICAL  TRENDS 

This  section  will  be  limited  to  a  review  of  RRSPs  in  the  1970s,  a 
period  which  has  seen  tremendous  growth  in  numbers  and  volume  of  pur- 
chases in  Ontario  as  well  as  in  the  rest  of  the  country.  As  noted 
above,  participation  in  RRSPs  has  been  stimulated  by  significant  changes 
in  maximum  contribution  levels.  Furthermore,  as  more  and  more  women 
entered  the  labour  force,  increasing  numbers  participated  in  the  RRSP 
program,   swelling  furtlier  the  funds  put  aside  in  this  savings  vehicle. 

Table  4  shows  how  participation  of  tax  filers  in  Ontario  increased 
over  tlie  1970s.  In  aggregate,  the  proportion  of  tax  filers  in  Ontario 
with  RRSPs  followed  closely  the  national  pattern.  By  1976,  Ontario 
participants  represented  10.7  per  cent  of  all  persons  who  filed  a  tax 
return  in  Ontario,   compared  with  10.5  per  cent  for  all  of  Canada. 

As  in  the  rest  of  the  country,  participation  increases  sharply  with 
income.  At  the  lower  income  levels  vrtiere  there  is  little  discretionary 
income  available,  participation  rates  are  very  low  indeed.  The  major 
break  is  at  the  $10,000  level,  fron  v\*iich  point  increasing  amounts  of 
discretionary  income  become  available.  This  is  reflected  in  the  respon- 
siveness of  persons  at  the  $10,000  a  year  and  over  categories  to  tax 
stimulus.  As  the  maximum  allowable  contributions  to  RRSPs  increase,  in- 
creasing proportions  of  the  individuals  at  these  income  categories  par- 
ticipate in  RRSPs.  At  $25,000  and  over,  for  example,  about  one-third  of 
tax  filers  in  1969  had  RRSPs.  By  1973,  one  year  after  the  first  major 
increase  in  maximum  contribution  levels  was  introduced,  the  ratio  rose 
to  53  per  cent;  in  the  following  years  it  dropped  somewhat,  and  in  1976, 
after  the  final  rate  change  was  made,  51.5  per  cent  purchased  RRSPs. 
Over  the  same  period,  those  at  the  $10,000-$14,999  income  range  in- 
creased from  7.7  per  cent  in  1969  to  12.7  per  cent  in  1973  and  remained 
at  just  over  12  per  cent  for  the  other  periods. 

The  pattern  varied  considerably  between  men  and  wanen  participants. 
Among  men,  the  proportion  of  purchasers  at  $25,000  and  over  increased 
from  36  per  cent  in  1969  to  55  per  cent  in  1973,  then  down  somewhat  to 
about  54  per  cent  in  1975  with  another  small  decline   to  52  per  cent   in 
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1976.  At  all  income  categories  above  $10,000  the  proportion  of  women 
participating  in  RRSPs  increased  sharply  and  remained  at  a  high  level 
throughout  the  period  under  review.  For  example,  in  the  $20,000-$24,999 
income  category  the  proportion  of  women  purchasers  nearly  doubled  in 
1973  to  31  per  cent,  up  from  16  per  cent  in  1969.  By  1975  it  rose  to  37 
per  cent,  and  by  1976  nearly  39  per  cent  of  the  women  at  this  income 
level  had  RRSPs.  More  dramatically,  in  the  $25,000  and  over  category 
the  proportion  rose  from  nearly  13  per  cent  in  1969  to  almost  44  per 
cent  in  1976.  In  general  terms,  therefore,  not  only  were  there  sharp 
increases  in  the  proportion  of  participants,  but  when  related  to  an  in- 
creasing labour  force,  particularly  of  women  workers,  these  ratios 
showed  an  even  greater  net  increase  in  absolute  terms  as   well. 

Ontario  RRSP  Contributors 

This  section  will  examine  the  growth  of  RRSPs  in  Ontario  discussed 
above,  translating  the  proportion  of  tax  filers  in  the  program  into  real 
terms,  providing  some  insight  into  the  magnitude  of  participation  in  the 
province.  In  these  terms,  the  first  half  of  the  1970s  saw  the  same  high 
level  of  participation  in  Ontario  as  in  Canada  as  a  whole.  In  1969, 
just  before  this  decade  began,  more  than  89,000  people  in  Ontario  used 
the  facilities  of  the  RRSP,  but  by  the  end  of  the  1976  tax  year  the  fig- 
ure had  gone  up  to  well  over  half  a  million  persons.  Comparable  growth 
occurred  in  average  contributions  as  well.   (See  Table  5.) 

It  has  been  hypothesized  that  "a  taxpayer's  valuation  of  an  'at- 
tractive rate  of  government  subsidy'  will  be  diminished  if  the  allowable 
contribution  is  an  insignificant  portion  of  assessable  incane."(5)  Tax- 
payer response  has  indeed  been  sensitive  to  contribution  limits.  Thus, 
when  the  major  revisions  to  the  Inccxne  Tax  Act  in  1972  included  a  sig- 
nificant change  in  allowable  RRSP  contribution  limits ,  ( 6 )  taxpayer  re- 
sponse was  reflected  not  only  in  a  dramatic  growth  of  participation  but 
also  in  a  sharp  rise  of  aggregate  and  average  contributions.  These 
changes  stimulated  unprecedented  taxpayer  response  not  only  in  terms  of 
participants,  but  in  average  contributions  as  well.  From  1971  to  1972 
RRSP  contributors  increased  at  a  phenanenal  rate  of  82  per  cent  to  total 
of  nearly  272,000,  v\^ile  the  average  contribution  increased  to  $1,191. 
Aggressive  marketing  and  increased  interest  by  most  financial  institu- 
tions in  attracting  this  business  maintained  the  growth  of  RRSP  partici- 
pation at  a  high  rate,  though  not  quite  at  the  same  high  level  as  the 
initial  spurt  in  1972.  Over  the  past  few  years  participation  in  Ontario 
has  been  growing  at  an  annual  rate  of  about  20  per  cent.  Additional  up- 
ward adjustments  in  the  allowable  contributions  in  1976  failed  to  mater- 
ially stimulate  participation  in  Ontario,  so  that  the  growth  rate  re- 
mained at  20  per  cent  as  in  the  previous  two  years.  But  the  change  did 
bring  out  more  contributions,  with  the  average  contribution  increasing 
in  the  one  year  between  1975  and  1976  by  15  per  cent,  nearly  double  the 
annual  rate  of  increase  in  the  previous  year. 
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Data  on  male  and  female  mix  of  participation  in  Ontario  for  1971 
are  not  available;  but  notwithstanding  this  data  gap,  some  general  ob- 
servations can  be  made.  As  noted  earlier,  one  factor  that  has  helped 
sustain  a  high  level  of  growth  has  been  the  increasing  participation  of 
women  in  RRSPs.  For  example,  between  1973  and  1975  the  number  of  men  in 
the  program  increased  by  36  per  cent,  whereas  wcsnen  increased  by  54  per 
cent.  This  rate  continued;  in  1976  the  number  of  men  went  up  by  19  per 
cent  v*iile  women  rose  by  25  per  cent. 

Age  Distribution  Patterns  in  the  1970s 

While  participation  in  RRSPs  is  primarily  incone  related,  there  are 
some  observable  trends  in  the  age  distribution  of  purchasers  over  recent 
years.  Generally,  the  proportion  tends  to  be  lower  at  the  younger  age 
groups  for  two  main  reasons.  First,  this  age  group  tends  to  be  largely 
at  the  lower  income  scale,  and  second,  young  people  are  usually  more 
concerned  with  current  consunption  than  saving  for  the  future. 

Table  5 

Number  of  Contributors  in  CTitario  and  Average  RRSP  Contributions,  by 

Sex,  Selected  Years,  1969-1976 


Men 

Women 

Both  sexes 

Average 

Average 

Average 

Number 

contribution 

Number 

contribution  Number 

contribution 

1969 

71,859 

$  946 

17,600 

$  562 

89,459 

$  872 

1971(a) 

- 

- 

- 

- 

149,118 

909 

1972(a) 

- 

- 

- 

- 

271,602 

1,191 

1973 

246,246 

1,303 

65,650 

868 

311,897 

1,212 

1975 

335,826 

1,487 

101,161 

1,133 

436,987 

1,405 

1976 

398,219 

1,712 

126,925 

1,296 

525,144 

1,612 

a  Separate  data  for  men  and  wcsnen  not  available  for  these  years. 

Source  Special  tabulations  provided  by  Statistics  Canada.  Non- 
published  data  provided  by  Revenue  Canada,  Taxation. 

Savings  through  the  RRSP  program  seems  to  be  concentrated  mostly 
among  those  in  their  middle  to  later  working  years.  ^  age  60  the  pro- 
portion with  RRSPs  tends  to  start  dropping  off,  with  a  sharp  decline 
evident  at  the  age  65  level  as  one  would  expect,  since  it  follows  normal 
retirement  trends.  (7)  That  age  is  also  a  time  v\^en  holders  ney  start  to 
liquidate  their  RRSPs  rather  than  add  to  them.  Thus,  at  age  65  and 
over,  the  proportion  of  taxpayers  in  Ontario  buying  RRSPs  drops  sharply 
and  over  the  years  ranges  from  2  to  3  per  cent.  Since  these  funds  must 
be  converted  to  an  annuity  in  some  form  by  age  71,  contributions  made  by 
those  aged  65  and  over  are  ctoviously  short-term  savings,  and  one  would 
suspect  that  they  are  motivated  more  by  tax  consideration  than  pension 
concerns . 
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As  in  all  other  characteristics,  the  age  pattern  for  women  is  dif- 
ferent from  that  for  men.  Men  under  30  are  still  in  the  early  stages  of 
their  working  life  when  they  have  heavy  financial  responsibilities  sup- 
porting growing  families,  hxiying  and  maintaining  homes,  etc.,  and  so  are 
less  likely  to  have  much  in  the  way  of  discretionary  funds  for  savings. 
At  this  age  level  RRSP  purchasers  were  in  fact  few.  Only  8  per  cent  of 
Ontario  purchases  in  1969  were  made  by  this  age  group;  and  over  the 
years  the  proportion  remained  low,  rising  to  only  13  per  cent  of  the  men 
in  1976.  By  contrast,  the  proportion  of  women  in  this  age  group  who 
bought  RRSPs,  though  still  relatively  low,  increased  sharply  during  the 
1970s.  The  age  group  25-29  which  alone  accounted  for  the  major  part  of 
the  rise,  nearly  tripled  frcxn  4.9  per  cent  in  1969  to  12.7  per  cent  in 
1976.  In  total,  women  under  30  represented  nearly  19  per  cent  of  the 
wcsnen  purchasers. 

Consistently  over  the  years  under  review,  three-quarters  of  the  men 
who  bought  RRSPs  were  aged  30  to  59,  spread  more  or  less  evenly  among 
the  various  age  groups  (see  Table  6).  The  trend  seems  to  point  toward 
proportionately  more  of  the  younger  age  groups  participating  as  the 
1970s  rolled  on.  Thus,  in  1969,  only  7.6  per  cent  of  the  men  were  aged 
30  to  34;  by  1976  that  group  amounted  to  12.4  per  cent  of  all  male  pur- 
chasers. By  contrast,  the  45-49  age  group  dropped  from  17.6  per  cent  of 
the  total  in  1969  to  13.7  per  cent  in  1976.  Similar  declines  were  re- 
corded in  the  50-54  and  55-59  age  groups. 

The  distribution  for  wcxnen  was  spread  over  a  wider  age  range.  By 
1976  nearly  30  per  cent  of  the  women  purchasing  RRSPs  were  under  35 
years  of  age.  Another  53  per  cent  were  between  40  and  59.  This  latter 
age  group  remained  relatively  constant  in  the  proportion  of  participants 
over  the  years,  ranging  fron  66  per  cent  in  1969  to  over  54  per  cent  in 
both  1973  and  1975  and  down  slightly  to  53  per  cent  in  1976. 

Contributions  in  Ontario  by  Income 

As  noted  earlier,  participation  in  RRSPs  is  very  much  a  function  of 
income.  With  a  higher  incone,  more  discretionary  funds  are  available 
for  savings;  this  shows  up  clearly  in  the  income  distribution  of  RRSP 
participation  in  Ontario  (see  Table  7).  Very  clearly,  the  concentration 
is  at  the  higher  inccme  levels.  However,  an  examination  of  changes  over 
recent  years  reveals  some  sharp  differences  in  general  patterns  and 
overall  trends  in  the  distribution  of  male  and  female  participants  in 
Ontario. 

As  may  be  seen  in  Table  7,  participation  by  men  was  concentrated 
among  those  v^ose  annual  incomes  were  $10,000  or  over.  In  1969  nearly 
62  per  cent  of  the  men  in  Ontario  who  purchased  RRSPs  were  at  these 
incone  levels.  As  the  general  level  of  incomes  in  Canada  and  Ontario 
increased  over  the  1970s  and  the  allowable  limits  rose,  attracting 
greater  taxpayer  response,  this  concentration  became  even  more  pro- 
nounced. By  1973,  nearly  79  per  cent  of  the  men  were  at  these  income 
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levels.  Itie  proportion  continued  to  rise  over  the  intervening  years, 
and  by  1976  it  was  over  92  per  cent  of  all  male  participants  in  Ontario. 

Looking  at  individual  income  classes  in  this  broad  range,  the  con- 
centration shifts  to  the  higher  levels.  In  1973,  nearly  32  per  cent  of 
men  with  RRSPs  were  in  the  $10,000-$14,999  income  range,  while  only  17 
per  cent  had  earnings  of  $25,000  or  more.  By  1976,  there  was  a  distinct 
shift  towards  the  higher  income  groups,  with  the  $10,000-$14,999  class 
dropping  to  20  per  cent,  the  $25,000  and  over  class  increasing  to  29  per 
cent,  and  with  smaller  upward  shifts  in  the  intervening  income  groups. 

Generally,  the  distribution  of  wcmen  with  RRSPs  was  concentrated  at 
lower  income  levels,  a  reflection  in  part  of  the  fact  that  women  tend  to 
earn  less  than  men.  In  1969,  slightly  over  64  per  cent  of  the  women  had 
incomes  ranging  from  $5,000  to  $14,999;  this  rose  to  75  per  cent  in 
1973.  By  1975,  however,  as  with  the  men,  the  concentration  shifted  to- 
ward higher  levels  so  that  nearly  81  per  cent  of  the  women  with  RRSPs 
were  earning  between  $6,000  and  $19,999.  This  ratio  drofped  slightly  to 
78  per  cent  in  1976,  but  at  the  same  time  the  proportion  of  women  with 
incomes  of  more  than  $20,000  increased,  further  emphasizing  the  shift  in 
participation  to  persons  with  higher  incomes.  In  1976,  more  than  54  per 
cent  of  the  women  with  RRSPs  had  annual  earnings  between  $10,000  and 
$20,000  conpared  with  only   21  per  cent  in  1969. 

Table  7 

Proportion  of  RRSP  Contributors  in  Ontario,  by  Incone  and  Sex,  1969-1976 


1969 

1973 

1975 

1976 

Income  class 

Males 

Females 

Males 

Females 

Males 

Females 

Males 

Females 

(Dollars) 

(Per  cent) 

Under  2,000 

.9 

6.9 

.3 

2.1 

.3 

1.0 

.1 

.5 

2,000-  2,999 

.7 

3.9 

.5 

2.4 

.2 

1.0 

.2 

.9 

3,000-  3,999 

1.5 

8.0 

.6 

4.1 

.4 

1.6 

.4 

1.0 

4,000-  4,999 

2.7 

9.8 

1.1 

4.4 

.7 

2.1 

.6 

1.9 

5,000-  5,999 

4.8 

15.7 

1.4 

8.2 

.5 

3.7 

.7 

3.2 

6,000-  6,999 

6.4 

10.1 

2.5 

12.0 

1.3 

4.7 

1.1 

3.5 

7,000-  7,999 

7.9 

8.6 

3.6 

11.6 

1.8 

7.6 

.9 

5.8 

8,000-  8,999 

7.6 

7.4 

5.1 

10.7 

2.1 

9.5 

2.0 

7.2 

9,000-  9,999 

5.9 

5.4 

6.1 

7.7 

2.5 

7.7 

1.9 

7.5 

10,000-14,999 

24.4 

16.9 

31.8 

24.3 

25.0 

35.0 

20.3 

34.3 

15,000-19,999 

14.0 

4.2 

19.8 

7.7 

24.8 

16.3 

25.6 

20.0 

20,000-24,999 

7.4 

1.4 

10.1 

2.4 

15.7 

5.5 

17.3 

7.6 

25,000  and  over 

15.9 

1.7 

17.1 

2.6 

24.5 

4.3 

29.1 

6.6 

Total (a) 

100 

100 

100 

100 

100 

100 

100 

100 

a  May  not  add  up  to  100  per  cent  because  of  rounding. 

Source  Special  tabulations  provided  by  Statistics  Canada  and  Revenue 
Canada,  Taxation. 
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PROFILE  OF  RRSP  CCXSITRIBUTORS   IN  CNTARIO,    1976 

This  section  will  discuss  the  current  status  of  RRSP  contributors 
in  Ontario  as  it  had  evolved  by  1976,  the  latest  year  for  v*iich  compre- 
hensive income  tax  data  are  available.  Coinciden tally,  in  1976  another 
upward  revision  in  the  maximum  allowable  contributicais  was  made  increas- 
ing the  limits  to  $3,500  for  pension  plan  contributors  and  $5,500  for 
those  without  such  contributions,  or,  as  previously,  20  per  cent  of 
incone,  v^ichever  is  less.  Undoubtedly  this  change  stimulated  an  in- 
creased response;  therefore,  the  year-to-year  changes  in  patterns  of 
participation  will  be  examined  in  some  detail.  This  section  will  review 
the  changes  as  they  relate  to  age,  sex,  and  incoDe.  Finally,  to  round 
out  the  profile,  this  section  will  also  look  at  RRSP  purchases  by  em- 
ployer pension  plan  members,  participation  by  occupational  groups,  and 
the  extent  of  taxpayer  response  to  the  program  in  selected  locations 
throughout  the  province. 

Contributors  by  Age  and  Sex,  1976 

The  1976  amendments  to  contribution  rates  brought  an  increased  num- 
ber of  Qitario  taxpayers  into  the  RRSP  market.  This  increase  was  below 
the  record  rises  in  the  past,  and  far  below  that  following  the  1971-72 
changes;  nonetheless,  at  20  per  cent  in  aggregate  it  represented  a  sig- 
nificant increase  over  the  previous  year.  More  significant,  however, 
were  the  changes  in  the  conponents  of  this  increase  which  affected  the 
pattern  and  structure  of  participation  in  the  province. 

Changes  in  the  distribution  of  Qitario  purchasers  by  age  and  sex 
show  sane  alteration  in  overall  patterns.  Proportionately  more  women 
than  wen  entered  the  RRSP  market  in  1976.  The  increase  for  women  over 
the  1975  level  was  25  per  cent  ccmpared  with  a  19  per  cent  rise  for  men. 
Looking  at  the  percentage  increase  fran  1975  to  1976  for  wcjnen  alone,  a 
number  of  interesting  changes  may  be  seen  (see  Table  8).  Some  of  the 
largest  percentage  increases  occurred  among  woiien  in  younger  age  groups. 
Those  aged  18-24  increased  participation  by  72  per  cent,  the  largest 
growth  recorded  in  the  total  age  structure.  Some  other  large  increases 
occurred  in  the  age  categories  between  18  and  34.  Considerably  lower 
increases  were  recorded  at  the  middle  ages  between  35  and  54,  vrtiile  the 
55-59  age  category  showed  a  46  per  cent  rise. 

The  growth  pattern  among  nen  was  somewhat  different.  Prcportionate 
increases  vi^re  distributed  fairly  evenly  among  most  age  categories,  with 
a  slight  bulge  in  the  35-39  age  group  and  much  greater  increases  at  the 
older  age  levels.  Specifically,  the  65-69  category  increased  by  44  per 
cent  and  the  group  70  and  over  increased  by  73  per  cent;  even  with  these 
percentage  increases,  they  represented  very  small  numbers  and  remained  a 
small  proportion,  3  per  cent,  of  the  total  male  contributors  to  RRSPs  in 
Ontario. 
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Table  8 

Percentage   Increase   of    RRSP   Contributors    in 

Ontario,   by  Age  and  Sex,    1975-1976 


Men 

Wcmen 

(Per  cent) 

Under  18 

250 

- 

18-24 

21 

72 

25-29 

17 

35 

30-34 

20 

49 

35-39 

31 

0 

40-44 

24 

11 

45-49 

22 

18 

50-54 

8 

16 

55-59 

25 

46 

60-64 

20 

13 

65-69 

44 

29 

70  and  over 

73 

45 

Total 

19 

25        20(a) 

a  Both  Sexes. 

Source  Derived  from  non-published  material 
provided  by  Revenue  Canada,  Taxation. 

CcyitributiCTis  by  Age,  1976 

Turning  to  contribution  patterns  in  Ontario  during  the  1976  tax 
year,  it  is  evident  that  as  participants  approach  retirement  age  they 
tend  to  put  nore  and  more  aside  in  RRSP  funds  (see  Table  9).  In  aggre- 
gate about  one-third  of  the  Ontario  RRSP  contributors  were  below  age  40, 
and  as  a  group  their  average  contribution  was  well  below  the  provincial 
average  of  $1,612  in  1976.  Starting  at  age  40  all  higher  age  categories 
shovi^d  contributions  greater  than  the  provincial  average,  and  at  each 
succeeding  age  category  the  difference  increased.  Those  in  the  40-44 
age  group  averaged  $1,686,  only  slightly  above  the  provincial  level. 
This  rose  to  $1,752  in  the  next  category,  age  45-49,  and  to  $1,797  for 
the  age  group  55-59.  Just  prior  to  age  65,  when  most  retirements  in 
Canada  occur,  ocxitributors  in  the  age  category  of  60-64  paid  an  average 
of  $2,067  into  RRSP  funds. 

In  virtually  all  age  categories,  with  the  single  exception  of  those 
aged  25-29,  men  on  the  average  contributed  more  than  women,  so  that  at 
the  provincial  level  the  average  for  men  at  $1,712  in  1976  was  well 
above  that  for  wanen  at  $1,296.  As  noted  for  aggregate  trends,  the  pat- 
tern for  men  consistently  showed  an  increase  in  average  contributions  as 
age  increased.  While  the  overall  trend  for  women  was  the  same,  there 
were  some  breaks.  Specifically,  the  average  dropped  slightly  at  age  30- 
34  and  showed  a  more  pronounced  drop  for  the  age  group  60-64. 
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Contributors  by  Income,  1976 

As  noted  earlier,  participation  in  RRSPs  is  nost  responsive  to  in- 
come levels.  The  percentage  change  from  1975  to  1976  is  shown  in  Table 
10.  Among  wtsnen  the  numbers  at  most  lower  income  levels  declined.  The 
sharpest  drops  were  for  those  earning  under  $2,000  which  went  down  by  40 
per  cent  from  the  1975  levels,  while  at  $3,000-$3,999  the  numbers  went 
down  24  per  cent.  Increases  were  centred  mainly  at  the  higher  income 
levels,  $9,000  and  over,  reflecting  the  continued  concentration  of  par- 
ticipation at  these  levels  as  discussed  earlier.  Extremely  large  rises 
occurred  in  the  $15,000-$19,999  incane  category  which  went  up  by  over  50 
per  cent  virtiile  at  the  next  two  highest  levels  the  growth  was  75  per  cent 
and  94  per  cent  respectively. 

Table  10 

Percentage  Change  of  RRSP  Contributors  in  Ontario, 

by  Income  and  Sex,  1975-1976 


Percentage  change 

Inccsne  class 

Men 

Wc^nen 

(Dollars) 

Under  2,000 

-40 

-40 

2,000-  2,999 

-27 

17 

3,000-  3,999 

-10 

-24 

4,000-  4,999 

0 

11 

5,000-  5,999 

66 

9 

6,000-  6,999 

-6 

-8 

7,000-  7,999 

-40 

-4 

8,000-  8,999 

9 

-6 

9,000-  9,999 

-12 

23 

10,000-14,999 

-4 

23 

15,000-19,999 

22 

54 

20,000-24,999 

31 

75 

25,000  and  over 

41 

94 

Total 

19 

25                20(a) 

a  Both  sexes 

Source  Derived  from  unpublished  data  from  Revenue 
Canada,  Taxation. 

Among  men  in  most  income  categories  below  $15,000,  the  numbers  de- 
clined, rather  sharply  at  some  levels.  Men  with  incomes  below  $2,000 
and  those  v*io  earned  between  $7,000-$7,999  both  dropped  by  40  per  cent. 
The  two  main  exceptions  to  this  general  trend  were  at  the  $5,000-$5 ,999 
and  $8,000-$8,999  ranges  -  the  first  rising  sharply  by  66  per  cent  and 
the  second  less  dramatically  at  only  9  per  cent.  While  the  incone  cate- 
gories over  $15,000  did  not  rise  nearly  as  sharply  as  for  wcmen  in  these 
income  categories,  they  nevertheless  showed  substantial  increases,  fur- 
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ther  emphasizing  t±ie  shift  towards  greater  concentration  of  participants 
in  the  higher  income  levels. 

Table  11  sunmarizes  the  effect  of  these  changes,  showing  the  dis- 
tribution in  real  and  relative  terms  of  contributors  in  Ontario  by  sex 
and  income  as  well  as  their  average  contribution  in  1976.  At  most  in- 
cone  levels,  the  average  contribution  was  well  below  the  provincial 
average  of  $1,612.  Only  at  the  higher  incone  levels  did  it  go  above  the 
provincial  average.  Even  at  the  top  level  of  $25,000  and  over,  contrib- 
utors on  the  average  put  aside  $2,849,  well  below  their  maximum  allowa- 
ble limit. 

Looking  behind  the  average,  the  last  incone  range  was  expanded  so  as 
to  see  how  the  pattern  changes  within  this  broader  income  spectrum. 
Within  these  ranges  participants  were  concentrated  in  the  $25,000- 
$49,999  incone  category;  the  103,884  persons  with  this  level  of  income 
on  the  average  contributed  $2,544  to  their  RRSP  programs.  At  the  higher 
levels,  $50,000-$99,999  and  $100,000  and  over,  contributions  averaged 
$4,328  and  $4,890  respectively,  though  the  numbers  in  each  category  vere 
considerably  smaller.  It  is  interesting  to  note  that  oily  at  these  lat- 
ter two  incone  levels  did  the  average  contribution  ^^roach  the  maximum 
allowable  limit. 

The  average  contribution  for  women  at  $1,296  was  well  below  the 
provincial  average  for  both  sexes  and  that  of  msn  oily.  However,  at  the 
upper  mid-incone  categories  women  tended  to  contribute  more  to  RRSPs 
than  did  men.  In  part  this  nay  reflect  their  prc^rtionately  lower  par- 
ticipation rate  in  private  pension  plans,  hence  a  larger  margin  for  tax 
deferred  contributions.  Although  far  fewer  vonen  than  men  participants 
had  earnings  of  $25,000  or  over,  nevertheless  their  average  contribution 
tended  to  be  almost  equal  to  that  of  men  at  $2,868  -  sane  $20  above  the 
male  average. 

Dual  Contributors  in  Ontario,  1976 

Although  the  main  objective  of  the  RRSP  program  was  to  provide  a 
tax-induced  private  sector  retirement  savings  facility  for  individuals 
outside  of  pension  plans,  it  did  not  exclude  other  taxpayers.  Thus, 
even  those  individuals  who  were  active,  contributing  nembers  of  employer 
pension  plans  could  also  participate,  within  certain  limits,  in  this 
individual-oriented  program.  EVer  since  their  introduction,  RRSPs  have 
attracted  large  and  growing  numbers  of  pension  plan  members  who  presum- 
ably sought  to  supplement  their  eaniployment  pensions  with  this  form  of 
individual  pension  savings.  For  ease  of  reference,  these  individuals 
will  be  referred  to  in  this  study  as  "dual  contributors,"  that  is,  con- 
tributors to  both  RRSPs  and  anployment  pension  plans. 

The  immediate  tax  relief  allowable  under  the  RRSP  program  in  effect 
is  a  government  subsidy.  Furthermore,  a  comparable  subsidy  is  also 
given  to  the  individual  viho  contributes  to  a  private  pension  plan.     Thus 
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the  extent  of  the  subsidy  varies  sharply  between  that  available  to  the 
dual  contributor  ^o  can  claim  immediate  tax  relief  under  both  programs 
and  the  participant  v^ose  only  allowable  pension  saving  is  the  RRSP. 

A  dual  contributor  has  a  two-phased  tax  benefit  -  one  related  to 
contributions  to  the  employer's  plan  and  the  other  to  the  RRSP.  The  tax 
relief  allowable  under  both  these  plans  in  effect  is  a  government  sub- 
sidy. (8)  To  make  this  subsidy  more  equitable,  dual  contributors  are 
limited  to  combined  contributions  amounting  to  the  lesser  of  20  per  cent 
of  income  or  $3,500,  whereas  those  not  contributing  to  a  private  plan 
may  place  up  to  $5,500  in  RFSPs  (according  to  the  latest  amendment  ef- 
fective in  1976). 

Of  the  525,000  persons  in  Ontario  reporting  RRSP  contributions  in 
the  1976  tax  year,  nearly  40  per  cent  were  dual  contributors.  The  60 
per  cent  with  RRSPs  only  numbered  some  318,000.  Although  in  aggregate 
there  was  a  60-40  split,  the  ratio  varied  widely  according  to  income 
levels.  At  the  lower  inccme  levels,  i.e.  below  $8,000,  the  ratios  of 
those  with  only  RRSPs  ranged  fron  99  per  cent  for  the  very  low  levels  to 
90  per  cent  at  the  $7,000-$7,999  range,  dropping  sharply  to  70  per  cent 
at  $8,000.  At  the  higher  inccsne  ranges  vi^ere  most  of  the  dual  contrib- 
utors were  concentrated,  the  proportion  with  RRSPs  only  dropped  to  a 
range  of  53  to  56  per  cent  at  the  $15,000  to  $25,000  and  over  levels. 
This  pattern  had  a  direct  effect  on  the  average  RRSP  contribution  in  the 
various  income  ranges. 

Table  12  compares  the  average  contribution  for  those  with  RRSPs 
only  with  all  RRSP  contributors  in  Ontario  in  1976.  Since  the  maximum 
allowable  contribution  limit  is  higher  for  those  without  active  finan- 
cial participation  in  onployer  pension  plans,  their  average  contribution 
was  generally  much  higher  than  the  average  for  all  Ontario  RRSP  contrib- 
utors. At  the  lower  income  scale,  below  $8,000,  there  were  very  few 
dual  contributors  to  deflate  the  figures.  The  averages  differed  only 
marginally,  and  in  two  or  three  income  ranges  the  overall  average  was 
even  slightly  higher  than  that  of  contributors  with  RRSPs  only.  The 
significant  changes  appear  at  the  higher  levels  \«^ere  increasing  propor- 
tions of  RRSP  holders  were  dual  contributors,  so  that  the  overall  aver- 
age fell  significantly  below  that  of  P?RSP-only  purchasers. 

As  income  increases,  the  amount  set  aside  for  pension  savings  in- 
creases as  well.  Undoubtedly,  some  individuals  at  all  income  levels 
contributed  up  to  the  maximum  allowable,  but  their  numbers  obviously 
were  too  few  to  bring  the  averages  closer  to  the  maximum.  Thus,  even 
the  highest  level  -  those  with  inccmes  of  $25,000  and  over  -  on  average 
contributed  $3,732  into  an  RRSP,  well  below  the  $5,000-$5,500  permissi- 
ble at  this  income  range.  Indeed  the  average  contribution  for  most  in- 
come categories  ranged  from  8  to  10  per  cent  of  income. 

A  somewhat  different  pattern  emerges  for  dual  contributors  (see 
Table  13).     Their  RRSP  contributions  are  of  course   considerably   lower. 
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if  for  no  other  reason  than  their  lower  basic  allowable  limit.  Gener- 
ally speaking,  however,  the  cxambined  average  contribution  to  RRSPs  plus 
employer's  pension  was  considerably  higher  than  for  tax  filers  whose 
sole  tax-deferred  savings  consisted  of  RRSPs.  At  the  lower  extremities 
of  the  income  scale,  combined  pension  savings  of  dual  contributors  were 
substantially  lower  at  most  ranges  below  $7,000.  From  this  point  their 
total  savings  allocations  in  each  succeeding  income  class  were  consid- 
erably higher,  with  the  single  exception  of  the  top  income  range  of 
$25,000  and  over  v^ere  dual  contributors  averaged  $3,108  compared  with 
$3,732  for  those  who  had  RRSPs  only. 

Dual  contributors  in  general  paid  out  a  higher  proportion  of  their 
incomes  for  both  savings  programs  although  they  were  still  far  below  the 
20  per  cent  maximum  allowable.  The  proportion  of  incone  on  the  average 
was  consistently  higher  at  most  income  classes  for  dual  contributors. 
At  most  income  levels  the  proportion  paid  out  for  both  RRSPs  and  em- 
ployer pensions  ranged  fron  11  to  14  per  cent  although  it  fell  below 
this  range  for  some  of  the  lower  income  classes.  By  contrast,  tax 
filers  with  only  RRSP  contributions  on  the  average  put  aside  8  to  10  per 
cent  of  their  income  into  these  savings. 

Table  12 

RRSP  Contributors  in  Ontario  Who  Made  No  Contribution  to  a  Private 
Pension  Plan,  Showing  Average  RRSP  Contribution  and  Average  Contributed 
by  All  RRSP  Contributors  in  the  Province,  1976 


Average 

RRSP  only  as 
percentage  of 

RRSP 

only 

contribution 

Average 

by  all  RRSP 

Income  class 

of 

all  RRSP 

Contributors 

contribution 

contributors 

(Dollars) 

(Per  cent) 

(Number) 

(Dollars) 

(Dollars) 

Under  2,000 

97 

1,052 

465 

459 

2,000-  2,999 

97 

1,758 

438 

431 

3,000-  3,999 

99 

2,626 

310 

311 

4,000-  4,999 

92 

4,316 

348 

370 

5,000-  5,999 

96 

6,721 

537 

522 

6,000-  6,999 

93 

8,037 

645 

622 

7,000-  7,999 

90 

9,905 

688 

696 

8,000-  8,999 

70 

11,883 

771 

736 

9,000-  9,999 

72 

12,214 

954 

886 

10,000-14,999 

65 

80,836 

1,133 

1,068 

15,000-19,999 

53 

67,622 

1,461 

1,325 

20,000-24,999 

54 

42,294 

2,066 

1,820 

25,000  and  over 

56 

69,184 

3,732 

2,849 

Total 

61 

318,488 

1,809 

1,612 

Source  Derived  from  Revenue  Canada,  Taxation  data. 
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Table  13 

Dual  Contributors  in  Ontario  by  Income,  Showing  Average  Contribution  to 

Each  of  Private  Pension  and  RRSP  Plus  Combined  Contribution  Average, 

1976 


Average 
contribution 


Average 
ccsTibined 
contribution 
to  BBSP   plus 


to  private 

Average  RRSP 

private 

Income  class 

Contributors 

>    pensions 

contribution 

pension 

(Dollars) 

(Number) 

(Dollars) 

(Dollars) 

(Dollars) 

Under  2,000 

32 

89 

266 

355 

2,000-  2,999 

47 

39 

180 

219 

3,000-  3,999 

36 

63 

380 

444 

4,000-  4,999 

368 

172 

448 

620 

5,000-  5,999 

289 

197 

153 

350 

6,000-  6,999 

636 

152 

336 

488 

7,000-  7,999 

1,130 

264 

769 

1,035 

8,000-  8,999 

4,998 

234 

654 

887 

9,000-  9,999 

4,741 

326 

709 

1,035 

10,000-14,999 

43,444 

495 

948 

1,443 

15,000-19,999 

59,584 

743 

1,171 

1,914 

20,000-24,999 

36,424 

960 

1,533 

2,493 

25,000  and  over 

54,924 

1,372 

1,736 

3,108 

Total 

206,656 

868 

1,307 

2,175 

Source  Derived 

from  Revenue 

Canada,  Taxation  data. 

Participation  of 

Ontario  Tax 

Filers  by  Occupation 

Self-employed  professionals  and  business  proprietors  most  closely 
represent  the  self-employed  components  of  the  labour  force  for  whom  the 
RRSP  program  was  originally  designed.  Among  these  occupational  cate- 
gories the  degree  of  participation  is  relatively  high.  The  highest  is 
found  in  the  professional  categories  (see  Table  14).  In  aggregate, 
slightly  over  53  per  cent  contributed  to  an  RRSP  in  1976.  Within  the 
group  the  proportions  ranged  widely  from  a  participation  rate  of  81  per 
cent  for  doctors  to  around  27  per  cent  for  entertainers  and  others. 
Business  proprietors  participated  to  a  much  lesser  degree  with  just  over 
16  per  cent  contributing  to  an  RRSP.  Presumably,  RRSPs  play  a  rela- 
tively small  role  in  pension  planning  for  this  occupational  group.  For 
many,  the  perpetuation  of  their  business  enterprises  represents  the  pri- 
mary intended  source  of  support  for  their  later  years. 

Similar  comments  apply  to  property  owners  and  investors.  Their 
marginal  participation  in  RRSPs  suggests  that  they  too  look  upon  the 
program  c«ily  as  a  supplement.   Their  planning  revolves  mainly  around 
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their  invesbnents  and  properties  as  the  primary  source  of  savings  for 
old  age. 

Low  participation  for  onployees  may  be  attributable  to  a  combina- 
tion of  factors.  Many  onployees,  including  those  in  both  the  private 
and  public  sectors,  are  members  of  employer  pension  plans.  This  of 
course  is  not  necessarily  a  deterrent  to  purchases  of  RRSPs,  as  is  clear 
from  the  incidence  of  "dual  contributors"  discussed  earlier.  Neverthe- 
less, many  members  of  onployer  plans  do  not  supplement  their  pensions 
with  RRSPs.  ^)o  doubt  a  oogent  deterrent  is  the  relatively  low  income 
levels  of  many,  leaving  them  with  little  if  any  discretionary  income  for 
additional  savings. 

Table  14 

Participation  in  RRSPs  of  All  Tax  Filers  in  Ontario,  by  General  Occupa- 
tional Groups,  1976 


RRSP 

All  tax 

Participants  to 

Occupation 

participants 

filers{a) 

tax  filers 

(Per  cent) 

Self-employed  doctors 

8,606 

10,615 

81.0 

Self-employed  lawyers 

3,600 

5,708 

63.1 

Self-employed  dentists 

2,165 

2,735 

79.2 

Self-employed  engineers 

532 

1,027 

51.8 

Self-enployed  accountants 

1,819 

2,738 

66.4 

Entertainers  and  artists 

1,879 

6,813 

27.6 

Other  professionals 

2,816 

10,717 

26.3 

Total  professionals  21,417        40,353       53.1 


Farmers 

9,391 

65,823 

14.3 

Fishermen 

30 

374 

8.0 

Business  proprietors 

26,718 

164,307 

16.3 

Salesmen 

3,409 

12,484 

27.3 

Property  cwners 

3,066 

35,448 

8.6 

Investors 

9,702 

241,218 

4.0 

Pensioners 

5,460 

504,828 

1.1 

Employees 

441,163 

3,584,828 

12.3 

Unclassified 

4,788 

283,646 

1.7 

Total 

525,144 

4,887,996 

10.7 

a  Includes  not  only  taxpayers  but  all  persons  in  Ontario  who  filed  an 
income  tax  return  in  1976,  whether  or  not  they  paid  any  incane  tax. 

Source  Derived  from  data  provided  by  Revenue  Canada,  Taxation. 

Translating  these  occupational  patterns  into  dollar  terms.  Table  15 
shows  the  total  and  average  contributions  in  1976  made  by  broad  occu- 
pational groups.  Business  anployees  on  average  contributed  $1,544  to 
RRSPs,  well  above  the  levels  for  teachers,  institutional  and  government 
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employees.  The  latter  groups  by  and  large  were  contributing  members  of 
employer  pension  plans  and  as  such  had  a  much  lower  limit  to  their  con- 
tribution levels.  Although  some  of  the  business  employees  no  doubt  were 
also  covered  by  private  plans,  most  of  these  were  in  non-contributory 
plans  and  to  a  larger  extent,  many  probably  were  outside  of  a  private 
plan  altogether.  These  factors  would  account  for  their  higher  average 
contribution. 

Table  15 

Participation  in  RRSPs  in  Ontario  and  Average  Contribution  by  General 

Occipational  Groups,  1976 


Total 

Average 

Occupational  group 

Participants 

contributions 

contribution 

(Thousands  of 

(Dollars) 

dollars) 

Business  employees 

306,434 

473,287 

1,544 

Teachers  and 

institutional  and 

unclassified  onployees 

62,608 

80,327 

1,283 

Government  employees 

72,121 

90,040 

1,248 

Total  farmers  and 

fishermen 

9,421 

19,677 

2,089 

Total  professional 

21,417 

80,174 

3,743 

Total  salesmen 

3,409 

7,133 

2,092 

Total  businessmen 

26,718 

48,693 

1,822 

Total  financial 

12,768 

25,262 

1,979 

Other  and  unclassified 

10,248 

21,680 

2,116 

Total 

525,144 

Source  Derived  from  data  provided  by  Revenue  Canada,  Taxation. 

Professionals  viho  recorded  the  highest  participation  rate  in  1976 
also  on  the  average  contributed  the  highest  amount  at  $3,743.  Their 
contributions  were  more  than  double  the  provincial  average.  Also  among 
the  highest  contributors  were  farmers  and  fishermen  at  $2,089  and  sales- 
men at  $2,092. 

Contributors  and  Contributions  in  Selected  Ontario  ]X)calities,  1976 

Table  16  provides  some  indication  of  taxpayer  response  to  the  RRSP 
program  in  selected  areas  of  Ontario,  showing  the  number  of  persons  who 
in  1976  contributed  to  RRSPs,  as  well  as  their  total  and  average  con- 
tributions. About  57  per  cent  of  the  contributors  were  concentrated  in 
seven  centres,  namely  Hamilton,  Kitchener-Waterloo,  London,  Mississauga, 
Ottawa,  Toronto,  and  Windsor,  with  the  largest  numbers  in  Ottawa  and 
Toronto. 

Average  contributions  ranged  from  a  low  of  $1,206  in  Stratford  to  a 
high  of  $1,967  in  Owen  Sound.  At  the  upper  end  of  the  scale,  Toronto 
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Table  16 

Contributors,  Tbtal  and  Average  Contributions  to  RRSPs,  by  Selected 

Localities  in  Ontario,  1976 


Ibtal 

Average 

City 

Contributors 

contributions 

contribution 

(Number) 

(Thousands  of 
dollars) 

(Dollars) 

Barrie 

2,393 

3,427 

1,432 

Belleville 

2,136 

3,459 

1,619 

Branpton 

3,801 

4,908 

1,291 

Brantford 

5,206 

7,208 

1,385 

Brockville 

1,919 

2,644 

1,378 

Cambridge 

3,956 

5,253 

1,328 

Chatham 

3,855 

5,346 

1,387 

Cornwall 

2,730 

3,901 

1,429 

Guelph 

5,024 

7,490 

1,491 

Hamilton 

22,593 

34,907 

1,545 

Kingston 

5,693 

8,830 

1,551 

Ki  tchener-Waterloo 

14,842 

21,843 

1,472 

London 

18,266 

30,908 

1,692 

Mississauga 

16,341 

25,871 

1,583 

Niagara  Falls 

3,776 

5,721 

1,515 

North  Bay 

3,256 

4,350 

1,336 

Orillia 

1,596 

2,800 

1,754 

Oshawa 

6,576 

10,205 

1,552 

Ottawa 

36,024 

60,691 

1,685 

Owen  Sound 

1,636 

3,218 

1,967 

Pembroke 

943 

1,512 

1,603 

Peterborough 

4,301 

6,314 

1,468 

Port  Colboume 

1,276 

2,170 

1,701 

St.  Catharines 

9,917 

17,297 

1,744 

St.  Thomas 

1,645 

2,229 

1,355 

Samia 

6,018 

10,379 

1,725 

Sault  Ste.  Marie 

5,219 

7,341 

1,407 

Stratford 

2,341 

2,823 

1,206 

Sudbury 

6,336 

11,622 

1,834 

Thunder  Bay 

6,392 

10,025 

1,568 

Timmins 

1,282 

2,186 

1,705 

Toronto 

176,910 

303,406 

1,715 

Welland 

2,699 

3,855 

1,428 

Windsor 

17,092 

27,631 

1,617 

Woodstock 

1,844 

2,477 

1,343 

Other  areas 

119,310 

171,191 

1,435 

Total 

525,144 

846,273 

1,612 

Source  Derived  from  unpublished  data  provided  by  Revenue  Canada, 
Taxation. 
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participants  on  the  average  paid  $1,715  into  RRSPs;  and  considerably 
higher,  those  in  Sudbury  averaged  $1,834.  In  total,  there  were  twelve 
centres  in  Ontario  v\^ere  contributions  were  above  the  provincial  average 
of  $1,612. 


SUMMARY 

In  summary,  it  would  appear  that  the  RRSP  program  has  beccme  an  im- 
portant element  of  the  pension  savings  system  in  Ontario  and  embraces  a 
significant  number  of  residents  in  the  province.  While  undoubtedly  some 
of  the  funds  channelled  into  RRSPs  are  placed  there  as  tax  shelter,  by 
far  the  greatest  proportion  is  intended  for  long-term  savings  to  provide 
income  support  on  retirement.  This  is  corroborated  not  only  by  the 
Commission's  study  that  showed  most  participants  planned  to  use  their 
savings  for  retirement,  but  also  by  the  fact  that  a  high  proportion  of 
funds  placed  in  RRSPs  since  their  inception  are  still  being  accumulated 
and  have  not  been  liquidated. 

It  is  evident  that  RRSPs  to  a  large  extent  are  used  as  a  supplement 
to  Qiployment  pension  accumulations.  At  least  40  per  cent  of  Ontario 
participants  also  contribute  to  an  employment  plan,  and  an  additional 
proportion  may  be  covered  by  a  non-contributory  plan.  Nevertheless,  for 
a  significant  number  of  participants  the  RRSP  represents  the  primary 
formal,  tax-induced  savings  program  for  their  old  age.  Among  profes- 
sionals, particularly,  a  very  high  proportion  use  this  means  of  savings. 

Participation  is  very  responsive  to  the  allowable  contribution 
levels.  As  the  limits  increase,  the  numbers  of  contributors  and  their 
average  contribution  increase.  After  a  rather  indifferent  beginning,  it 
was  only  after  the  increased  contribution  levels  -  in  1972  and  again  in 
subsequent  years  -  that  the  real  flood  into  RRSP  funds  began. 

Generally  the  average  contribution  tends  to  be  well  below  the  maxi- 
mum allowable  at  most  income  levels.  That  indicates  that  in  most  incone 
classes  individuals  have  a  limited  amount  of  discretionary  income  that 
they  feel  free  to  place  into  this  form  of  savings.  The  only  exception 
is  at  the  very  high  income  levels  of  $50,000  per  year  and  over,  when  in- 
dividuals contribute  amounts  closely  approaching  the  maximum  allowable. 
Nevertheless,  by  1976  in  Ontario  alone,  well  over  half  a  million  parti- 
cipants contributed  more  than  $846  million  into  RRSP  funds. 

Generally  speaking,  increased  participation  was  more  pronounced  by 
women  than  by  men.  Over  the  1970s  particularly,  more  and  more  women 
have  turned  to  RRSPs  as  a  form  of  savings.  The  proportionate  year-to- 
year  increases  have  been  larger  among  wanen  than  for  men.  Nevertheless, 
because  of  the  prevailing  earnings  differential  women  tended  to  have  a 
lower  average  contribution  than  men. 
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The  data  show  that  as  people  approach  retirement  their  average  RRSP 
contributions  increase.  Ihus,  the  highest  average  contributions  were 
made  by  persons  age  40  and  over,  with  each  succeeding  age  group  contrib- 
uting nore  than  the  preceding  one;  and  in  all  cases  their  contributions 
were  well  above  the  provincial  average  (see  Table  9).  There  were  some 
exceptions  to  this  general  pattern  among  women  participants.  Unlike  the 
men,  wcHiien  aged  60  to  64  showed  a  sharp  drop  in  their  average  contribu- 
tion, but  at  $1,559  it  was  still  well  above  the  provincial  average  for 
women,  $1,296. 

Finally,  participation  in  RRSPs  is  nost  responsive  to  income.  As 
the  maximum  allowable  limits  increased  the  response  was  greater  among 
those  with  higher  incomes.  Consequently,  the  concentration  of  partici- 
pants at  the  higher  incone  levels  became  more  pronounced  over  time.  By 
1976,  over  86  per  cent  of  those  in  Ontario  who  contributed  to  an  RRSP 
had  incanes  of  $10,000  per  year  or  more  and  nearly  two- thirds  had  earn- 
ings ranging  fron  $15,000  to  $25,000  or  over. 

In  a  broader  context,  the  RRSP  experience  sheds  sane  light  on  indi- 
vidual response  to  a  voluntary  pension  program.  To  some  extent  it  an- 
swers the  question  of  how  and  to  v^^at  degree  individuals  would  assume 
personal  responsibility  for  their  own  systematic  pension  savings  to  cre- 
ate a  broadly  based  voluntary  pension. 

It  is  evident  from  this  study  that,  if  left  to  individual  choice, 
pension  saving  would  be  restricted  largely  to  higher  income  groups. 
■niose  most  in  need,  that  is,  the  large  numbers  in  the  lower  incone  cate- 
gories, would  not  and,  in  most  cases,  oould  not  participate  simply  be- 
cause they  have  little  or  no  surplus  money  available  after  taking  care 
of  their  basic  needs.  Inducements  to  extend  the  participation  base  can- 
not be  provided  through  the  tax  mechanism.  Indeed,  RRSP  trends  show 
that  tax  inducements  merely  attract  high  income  participants  and  tend  to 
increase  the  concentration  of  participation  at  the  high  income  levels, 
almost  conpletely  bypassing  those  in  the  lower  income  groups.  Conse- 
quently, the  response  rate  to  and  the  pattern  of  participation  in  RRSPs 
casts  some  doubt  en  whether  a  broad-based  pension  program  can  be  pro- 
vided by  a  voluntary  system  alone. 
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NOTES 

(1)  S.C.  1957,  c.  29,  s.  17. 

(2)  Robert  N.  Schoeplein,  "Taxpayer  Participation  Under  the  Registered 
Retirement  Savings  Program,"  Canadian  Journal  of  Economics  and 
Political  Science,  May  1966,  p.  229. 

(3)  Statistics  Canada,  Financial  Institutions,  Cat.  61-006,  Quarterly. 

(4)  Statistics  Canada,  Trusteed  Pension  Plans,  Financial  Statistics 
1977,  Cat.  74-201,   Appendix  B,  p.  59. 

(5)  Schoeplein,  "Taxpayer  Participation,"  p.  223. 

(6)  The  contribution  level  was  increased  to  the  lesser  of  20  per  cent 
of  income  or  $2,500  for  private  plan  contributors  and  $4,000  for 
others,  up  from  $1,500  and  $2,500  respectively. 

(7)  The  most  common  retirement  age  in  private  pension  plans  is  65, 
although  in  some  plans  it  is  age  60.   See  Statistics  Canada, 
Pension  Plans  in  Canada,  1976,  p.  46. 

(8)  Dual  contributors  also  have  a  non-taxable  benefit  from  their  em- 
ployer's commitment  to  the  pension  plan. 
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SUMMARY 

Within  the  context  of  the  private  pension  system  in  Ontario,  three 
basic  plan  designs  (two  defined  benefit  plans,  one  based  on  career- 
average  earnings  and  one  on  last  five  years'  average  earnings,  and  a 
money  purchase  plan)  are  examined  under  various  econanic  assunptions  and 
vesting  rules,  for  enployees  with  different  mobility  characteristics  and 
periods  of  participation  in  the  labour  force.  The  analysis  is  based  on 
probabilistic  models  designed  to  characterize  the  ultimate  benefit  to  be 
derived  by  a  typical  enployee  (or  by  a  group  of  similar  employees)  from 
his  or  her  career  membership  in  pension  plans.  The  ensuing  pension  costs 
are  also  modelled  and  computed  h3y  an  adaptation  of  the  projected  benefit 
costs  method  to  lifetime  pension  benefits.  The  results  obtained  consti- 
tute a  detailed  assessment  of  the  basic  plan  types  in  use  in  Ontario  on 
the  cne  hand,  and  of  several  vesting  rules  being  suggested  in  different 
circles  as  more  liberal  alternatives  to  the  current  statutory  minimum 
provision  of  45  and  10  on  the  other  hand. 


1.   INTRDDUCTia>J 

Recent  discussion  of  the  private  pension  system  in  Ontario  has  cen- 
tred on  the  possible  consequences  of  inflation,  portability,  and  more 
liberal  vesting  rules  than  those  brought  about  by  the  Pension  Benefits 
Act  of  1965.  Under  this  act,  all  pension  plans  were  required,  as  a  min- 
imum, to  adopt  the  45  and  10  rule  \^ich  calls  for  full  vesting  after  10 
years  of  service  and  attained  age  45.  The  act,  which  was  followed  by 
the  federal  government  and  five  other  provinces,  served  as  a  major  impe- 
tus to  the  liberalization  of  vesting  rules  throughout  Canada. 

EX^idently,  further  liberalization  will  generally  increase  pension 
benefits  and  costs.  On  the  other  hand,  some  observers  maintain  that 
moderate  improvements  will  not  substantially  reduce  the  proportion  of 
retired  persons  with  little  or  no  pension  income.  It  is  also  argued 
that  earlier  vesting  might  prove  to  be  ineffective  for  members  of  con- 
tributory defined  benefit  plans  whose  own  contributions  may  purchase 
most  of  the  benefits  creditable  to  their  younger  years.  Discussion  of 
these  and  other  issues  in  Ontario  and  elsewhere  remains  mainly  specula- 
tive, however.  Both  actuarial  and  economic  analyses  of  the  impact  of 
pensions  on  income  distribution  at  retirement,  en  capital  accumulation, 
mobility  of  labour,  and  efficient  allocation  of  labour  have  been  mostly 
plan  oriented  (or  firm  oriented)  without  an  appropriate  framework  for 
integration  throughout  the  working  lives  of  individuals. 

In  this  paper,  we  report  cxi  the  applications  of  a  rrethodology ,  re- 
cently developed  by  the  authors,  to  private  pensions  in  Ontario.  The 
methodology  is  contained  in  Appendix  A.  The  overall  objective  is  to 
characterize,  by  way  of  a  number  of  statistical  measures,  the  ultimate 
benefit  to  be  derived  ty  a  group  of  similar  employees  fron  their  career 
membership  in  pension  plans,  as  a  function  of  vesting  rules,  termination 
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rates,  periods  of  orploynient,  types  of  plan,  and  economic  assumptions.  A 
nore  specific  objective  is  to  provide  a  comprehensive  assessment  of  the 
basic  types  of  plans  in  use  in  Ontario  on  the  one  hand,  and  various  more 
liberal  vesting  rules  being  suggested  in  different  circles  as  replace- 
ments for  the  45  and  10  rule  on  the  other.  For  example,  what  are  the 
relative  virtues  and  limitations  of  career  average  plans,  final  earnings 
plans,  and  money  purchase  plans  from  the  points  of  view  of  the  three 
economic  agents  involved  in  the  pension  system:  employees,  employers, 
and  governments?  What  are  the  incremental  benefits  to  workers  and  costs 
to  arployers  and  the  econany  associated  with  a  given  liberalization  in 
vesting  rules?  How  would  these  costs  and  benefits  vary  with  termination 
rates,  periods  of  employment,  and  alternative  ages  of  retirement?  What 
are  the  degrees  of  sensitivity  of  different  plan  types  and  vesting  rules 
to  rates  of  termination  and  periods  of  employment?  What  are  the  income 
distributive  effects  of  different  vesting  rules;  are  some  rules  more 
equitable  than  others  in  terms  of  the  distribution  among  the  retired 
population  of  the  "pension  wealth?"  What  is  the  impact  of  inflation  on 
benefits  and  costs,  especially  in  relation  to  different  plan  types? 

In  v^at  follows,  we  provide  answers  to  these  and  similar  questions 
in  the  context  of  the  private  pension  policy  in  Ontario.  Section  2  is 
devoted  to  the  scope  of  applications  and  data  used.  The  results  are 
presented  and  discussed  in  section  3,  followed  by  conclusions  in  section 
4. 


2.   DATA  AND  SCOPE 

The  study  was  undertaken  in  three  interrelated  phases:  pensionable 
service,  pension  benefits,  and  pension  costs.  In  each  phase,  a  large 
number  of  scenarios  were  constructed  and  investigated  with  the  results 
obtained  in  one  phase  being  used  for  the  design  of  the  following  phase. 
Scenarios  were  constructed  through  different  plan  types,  rates  of  termi- 
nation, periods  of  employment,  vesting  rules,  and  econanic  assumptions. 

Plan  Types 

Three  different  plan  designs  were  considered:  a  defined  benefit 
plan  based  on  career-average  wages  and  1  per  cent  benefit  level  (abbre- 
viated CA),  a  defined  benefit  plan  based  on  last  five  years'  average 
wages  and  1  per  cent  benefit  level  (5Y),  and  a  money  purchase  plan  with 
6  per  cent  rate  of  contribution  (MP).(l) 

In  most  cases  all  three  plans  were  analyzed  as  contributory  and 
non-contributory.  In  the  former  case,  the  employee  contributions  were 
taken  as  2.5  per  cent  in  defined  benefit  plans  and  3  per  cent  in  the  MP 
plan.  In  contributory  defined  benefit  plans,  v\*ien  cxie  terminates  before 
vesting,  or  dies  before  or  after  vesting,  it  was  assumed  that  one  gets 
the  return  of  contribution  plus  interest  at  3  per  cent,  4  per  cent,  or  6 
per  cent  depending  on  the  econcmic  assumptions  being  used.  (The  econonic 
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assuitptions  are  discussed  below. )  In  the  contributory  money  purchase 
plan,  it  was  assumed  that  CTie  receives  the  fund  rate  of  interest  v^ether 
terminating  or  dying  prior  to  retirement.  In  addition,  in  contributory 
plans,  v*ien  c«ie  terminates  after  vesting,  cne's  benefit  was  computed  as 
the  greater  of  the  accrued  pension  or  vrtiat  the  accumulated  contributions 
would  buy. 

Periods  of  Enployment 

Four  different  entry-retirement  age  oonbinations  were  considered: 
20-60,  20-65,  25-60,  and  25-65.  For  entry  ages  20  and  25,  years  of 
entry  into  the  labour  force  were  taken  as  1980  and  1985,  respectively. 
The  last  years  of  employment  were,  therefore,  2019  for  retirement  age  60 
and  2024  for  retirement  age  65.  In  all  cases,  benefits  were  oarputed  as 
fractions  of  the  2024  wages  with  actuarially  reduced  annuities  for 
retirement  age  60. 

Vesting  Rules 

Vesting  rules  considered  in  the  study  have  been  the  following: 

1.  Full  vesting  at  attained  age  45  with  10  years  of  service  (45 
and  10). 

2.  Full  vesting  after  10  years  of  service  (service  10). 

3.  Full  vesting  at  attained  age  40  with  5  years  of  service  (40  and 
5). 

4.  Full  vesting  after  5  years  of  service  (service  5). 

5.  Full  vesting  v^en  the  combination  of  attained  age  and  length  of 
service  equals  50  with  at  least  1  year  of  service  (rule  50). 

6.  F\ill  vesting  when  the  combination  of  attained  age  and  length  of 
service  equals  45  with  at  least  1  year  of  service  (rule  45). 

7.  Full  vesting  after  1  year  of  service  (service  1). 

As  mentioned  earlier,  the  first  rule  is  the  current  statutory  mini- 
mum in  Ontario.  The  other  six  represent  liberalization  of  varying  ex- 
tent. They  all  were  of  interest  to  the  Royal  Coimission  as  alternatives 
that  have  been  suggested  by  or  discussed  in  various  circles.  The  last 
rule  was  incorporated  in  the  study  to  serve  as  an  additional  basis  of 
catiparison. 

Termination  Rates 

Three  different  termination  rate  schedules  were  used  in  the  study: 
low,  medium,  and  high  (see  ^pendix  B).(2)  These  schedules  are  fully 
select  in  that  the  rates  of  termination  depend  cxi  both  attained  age  and 
duration  of  enployment.  As  verified  by  the  source,  these  schedules  are 
representative  of  the  low,  medium,  and  high  mobility  sectors  of  the 
covered  labour  force  in  Ontario. 
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FIGURE  1.   Expected  Tenure  at  Different  Ages 
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FIGURE  2.  Number  of  Survivors  per  1000  at  Age  20 
(top  line)  and  Life  Expectancy  (bottom 
line)  at  Different  Ages 
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For  entry  ages  20  and  25,  expected  tenure  at  different  ages  is 
presented  in  Figure  1,  as  computed  from  low,  medium,  and  high  termina- 
tion rate  schedules.  It  is  seen  that  the  expected  tenure  increases  lin- 
early with  age  in  all  cases.  Also,  as  inplied  by  the  termination  rate 
schedules  used,  expected  numbers  of  job  changes  and  expected  lengths  of 
coipleted  service  are  given  in  Table  1. 

Table  1 

Expected  Number  of  Job  Changes  (Expected  Length  of  Employment)  under 

Different  Rates  of  Termination 


Termination 
rates 


Periods  of  employment 


20-60 


20-65 


25-60 


25-65 


Low 

Medium 

High 


3.0  (13.5) 

6.6  (6.0) 

12.3   (3.3) 


3.1  (14.7) 

7.0  (6.5) 

13.1   (3.4) 


2.8  (12.7) 

5.9  (6.0) 
10.6  (3.3) 


2.9  (14.0) 

6.2  (6.4) 

11.4  (3.5) 


Mortality  Rates 

Mortality  rates  used  in  the  study  were  based  on  the  1971  Group  An- 
nuity Mortality  (GAM)  Table  developed  by  the  Society  of  Actuaries  as  re- 
lated to  the  actual  experience  of  pension  plan  members. (3)  As  computed 
from  these  rates,  number  of  survivors  at  different  ages  per  1,000  at  age 
20,  and  life  expectancy  at  different  ages  are  given  in  Figure  2.  Note, 
in  particular,  that  the  life  expectancies  at  ages  60  and  65  are  19.23 
and  15.57,  respectively.  Mortality  rates  used  in  the  study  are  also 
given  in  Appendix  C.(4) 

Economic  Assumptions 

Econonic  assumptions  used  in  the  study  regarding  the  rates  of  in- 
flation, return  on  investment,  and  wage  growth  are  given  in  Table  2.(5) 
The  rate  of  return  estimates  are  based  on  the  long-term  government  bond 
index  (10  years  and  over)  adjusted  to  Government  of  Canada  bonds  with 
terms  of  twenty  or  more  years.  Additional  scenarios  were  subsequently 
investigated  using  .6  higher  rates  of  return  than  those  in  Table  2. 


Table  2 

Econonic  Assumptions 

Rate  of  inflation 

Total 
Low 

rate  of  return 

Most 
probable   High 

Real 

Low 

Most 
probable 

High 

wage 
growth 

1980-84         4.5 
1985-89         4.0 
1990-          3.0 

5.5 
5.0 
4.0 

7.5 
7.0 
6.0 

6.9 
6.6 
5.4 

7.9 
7.6 
6.4 

9.9 
9.6 
8.4 

1.8 
2.0 
2.1 

Based  on  recent  studies  in  Canada  and  the  United  States (6),  the 
wage  profile  was  taken  as  the  following: 
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Age 

20 

25 

30 

35 

40-65 

Wage  Index 

.40 

.65 

.85 

.93 

1.00 

Scxne  wage  functions  relevant  to  career  average  and  money  purchase  plans 
are  presented  in  Figure  3.  Essential  to  noney  purchase  plans  is  the  pro- 
jection of  wages  at  different  ages  invested  until  age  65,  expressed  as  a 
fraction  of  the  wage  at  65.  Evidently,  the  rate  of  inflation  has  no  iin- 
pact  on  the  wage  function  so  expressed.  In  contrast,  wage  profiles  de- 
picted in  Figure  3  (which  are  significant  in  computing  pension  benefits 
and  costs  in  career-average  plans)  are  affected  by  the  rate  of 
inflation. (7) 

Finally,  costs  at  different  ages  of  a  unit  annuity  starting  at  age 
60  or  65  (given  survival  until  60  or  65)  are  given  in  Figure  4  as  a 
function  of  the  rate  of  inflation.  The  input  data  summarized  in  this 
figure  are  similar  to  those  used  in  establishing  benefits  and  costs  in 
money  purchase  plans.  Annuity  costs  relevant  to  defined  benefit  plans 
are  given  in  Table  3  for  alternative  ages  of  retirement  under  different 
econonic  assunptions,  including  .6  higher  rates  of  return  than  those 
shown  in  Table  2.(8)  All  the  annuity  costs  were  computed  using  the  ad- 
justed GAM  Table  mortality  rates.  Costs  using  Male  Life  Table  Canada 
rates  are  also  included  in  Table  3  under  the  most  probable  economic 
scenario  for  purposes  of  comparison. 

Table  3 

Cost  of  a  $1  Annuity  Purchased  at  Alternative  Ages  of  Retirement  under 
Different  Economic  Assumptions  (Entries  in  parentheses  are  computed  us- 
ing Male  Life  Table  Canada  mortality  rates.) 


Rate  of 

Age 

of  retirement 

return 

55 

60 

65 

70 

Low 

Medium 

High 

12. 

11. 
10. 

.87 
,82 

,14 

(11. 

.39) 

11. 

10. 

9. 

.56 

.72  (10 
.35 

.30) 

10. 
9. 
8. 

.11 
,47 
.40 

(9. 

,14) 

8. 
8. 
7, 

.62 

,16  (7. 
.36 

.95) 

Low  +.6 
Med.  +.6 
High  +.6 

12. 

11. 

9. 

,22 
,26 
.72 

11. 

10. 

9. 

.05 
.27 
.00 

9. 
9. 
8. 

.72 
.12 
.12 

8. 
7. 
7. 

.34 
.90 
.15 

Using  the  above  data,  more  than  1,000  scenarios  were  investigated 
through  the  methodology  outlined  in  Appendix  A.  The  output  of  the  mod- 
els includes  various  statistical  measures  related  to  qualifying  service, 
pension  benefits,  and  pension  costs.  The  balance  of  the  paper  is  devoted 
to  the  presentation  and  analysis  of  the  results. 


3.   RESULTS 

The  first  p^iase  of  the  study  was  limited  to  career  qualifying   ser- 
vice.    The  ctojective  was  to  investigate   the    impacts  of   vesting   rules. 
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1  ^6 


1  .2E 


FIGURE  3.   Wage  at  Different  Ages  as  a  Fraction 

of  Wage  at  65  under  Different  Inflationary 
Assumptions  (bottom  lines)  and  Wage  at 
Different  Ages  Invested  until  65,  as  a 
Fraction  of  Wage  at  65  (top  line) . 
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FIGURE  4.   Cost  at  Different  Ages  of  $1  Annuity 
Starting  at  Age  60  (top  trio)  or  65 
(bottom  trio)  under  Different 
Inflationary  Assumptions 


25  =    30  =    35  =    40  .    45  =    50=    55=    60  =    65 


age 


160 


termination  rates,  and  periods  of  employment  on  the  distribution  of 
qualifying  service.  Results  obtained  in  this  phase  were  then  used  in 
designing  the  second  and  third  phase  scenarios  on  pension  benefits  and 
pension  costs.  Ihis  section  is  devoted  to  the  presentation  and  discus- 
sion of  the  findings  in  the  last  two  phases  of  the  study.  It  begins 
with  a  comparative  analysis  of  the  expectation,  variability,  and  distri- 
bution of  pension  benefits  at  retirement  under  different  plans,  vesting 
rules,  termination  rates,  and  periods  of  employment.  The  impacts  of 
inflation  and  source  of  contributions  are  examined  next.  Finally,  the 
expected  total  costs  and  costs  to  the  employers  of  projected  benefits 
are  analyzed  under  different  scenarios,  with  particular  reference  to  the 
effects  of  plan  types,  vesting  rules,  termination  rates,  inflation,  and 
source  of  contributions. 

Pension  Benefits 

Output  of  the  benefit  models  included  expectations,  variances,  Gini 
coefficients,  distributions,  and  Lorenz  curves,  as  measures  characteriz- 
ing pension  benfits  at  retirement  for  a  typical  employee  (or  for  a  group 
of  similar  employees).  As  already  noted,  benefits  are  expressed  as  a 
fraction  of  the  wage  in  the  year  2024  (hereafter  referred  to  as  the  tase 
wage ) . 

Expected  Benefits 

Expected  pension  benefits  at  retirement  are  presented  in  Table  4 
for  some  of  the  scenarios  investigated.  The  top  left-hand  entry  of  8.34, 
for  example,  means  that  in  CA  plans  under  the  vesting  rule  45  and  10,  a 
typical  worker  of  low  mobility,  vAno  starts  his  or  her  working  life  at 
the  age  of  20  and  plans  to  retire  at  age  60,  may  expect  as  private  pen- 
sion inccxne  at  retirement  8.34  per  cent  of  his  or  her  projected  2024 
wage.  (If  the  benefit  level  used  were  2  per  cent,  rather  than  1  per 
cent,  the  expectation  in  question  would  have  been  16.68  per  cent  of  the 
base  wage. )  Conparatively,  other  things  being  the  same,  5Y  plans  imply 
twice  as  high  benefits  (16.70  per  cent  of  the  base  wage),  the  retirement 
age  of  65  increases  pension  benefits  by  50  per  cent  (13.61  per  cent  of 
the  base  wage),  and  under  the  same  circumstances,  a  worker  of  high  mo- 
bility could  expect  less  than  half  (3.86  per  cent  of  the  base  wage)  the 
benefits  due  to  his  or  her  low-mobility  counterpart.  Such  comparisons 
will  now  be  expanded  through  vesting  rules,  termination  rates,  plan 
types  and  periods  of  onployment.  Because  of  the  somewhat  arbitrarily 
selected  benefit  levels  and  contribution  rates,  expectations  under  de- 
fined benefit  plans  are  not  directly  comparable,  however,  with  those 
under  the  MP  plan. 

First,  as  regards  to  the  impact  of  vesting  rules,  an  examination  of 
Table  4  indicates  that  for  all  age  groups  and  termination  rates,  and  for 
both  of  the  defined  benefit  plans,  the  rank  of  the  vesting  rules  under 
consideration,  from  the  most  stringent  to  the  most  liberal,  is:  45  and 
10,  service  10,  40  and  5,  service  5,  rule  50,  rule  45,  and  service  1. 
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This  ordering  is  preserved  with  few  marginal  exceptions.  In  addition, 
performances  of  the  first,  second,  and  third  pairs  of  rules  are  similar 
in  general,  but  differences  between  pairs  increase  with  rates  of  termi- 
nation. Comparisons  by  pairs  of  the  results  under  the  rules  45  and  10 
versus  service  10,  and  40  and  5  versus  service  5  in  defined  benefit 
plans  suggest  that  tlie  age  requirement,  as  an  addition  to  the  service 
requirement,  would  have  a  minor  iirpact  on  expected  benefits.  This  is  in 
reflection  of  lower  salary  scales  and  higher  rates  of  termination  in 
younger  years.  It  can  also  be  seen  from  Table  4  that  the  vesting  rule 
has  a  narginal  effect  on  expected  benefits  and  that  nothing  much  is  lost 
due  to  vesting  requirements  in  the  low  termination  sector.  As  termina- 
tion rates  increase,  however,  the  vesting  rule  becomes  a  critical  fac- 
tor, especially  in  CA  plans.  The  relative  insensitivity  to  vesting 
rules  in  5Y  plans  is  evidently  due  to  the  fact  that  the  pension  benefits 
accumulated  at  different  ages  in  these  plans  depend  heavily  on  the  age 
at  termination.  Thus,  liberalization  brings  in  a  smaller  percentage 
increase  in  benefits  (as  compared  to  CA  plans)  associated  with  credit- 
able service  at  different  ages. 

The  ordering  and  pairing  of  the  vesting  rules  in  defined  benefit 
plans  are  not  preserved  under  the  MP  plan.  The  most  notable  developrtent 
here  is  the  relative  improvements  in  expectations  when  the  age  require- 
ments are  dropped  fron  the  vesting  rules  45  and  10  and  40  and  5.  This 
can  be  explained  by  noting  that  in  MP  plans  benefits  creditable  to  dif- 
ferent years  of  service  are  independent  of  the  age  at  termination  (as  in 
CA  but  not  in  5Y  plans),  in  addition  to  being  comparable  in  value  (as 
opposed  to  both  defined  benefit  plans).  Accordingly,  removing  the  age 
requirement  results  in  comparable  additional  benefits,  making  the  rule 
service  5  the  most  liberal  vesting  provision  in  the  low  termination  sec- 
tor (with  the  exception  of  the  rule  service  1).  In  the  medium  termina- 
tion sector  also,  the  rule  service  5  is  either  the  most  liberal  vesting 
rule  or  a  close  second  to  rule  45.  Significant  improvements  in  the  rel- 
ative performance  in  MP  plans  of  the  rule  service  10  are  also  evident  in 
Table  4.  With  the  exception  that  the  age  requirement  in  vesting  rules  is 
a  more  substantial  deterrent  in  MP  plans  than  in  defined  benefit  plans, 
the  effect  of  vesting  rules  in  MP  plans  is  similar,  in  general,  to  that 
in  CA  plans. 

Next,  regarding  the  impact  of  mobility,  higher  rates  of  termination 
would  have  two  interrelated  effects  cxi  vested  benefits:  reducing  the 
length  of  a  creditable  service,  and  dividing  a  long  period  of  creditable 
service  in  one  employment  into  shorter  periods  of  such  service  in  sev- 
eral employments.  The  former  effect  is  operational  in  all  plans,  but 
the  latter  is  relevant  only  with  respect  to  5Y  plans  where  benefits 
vested  for  a  given  year  of  service  are  determined  by  wages  earned  in 
later  years  in  the  same  employment.  Thus,  5Y  plans  are  doubly  affected 
by  termination  rates.  In  addition,  since  reductions  in  creditable  ser- 
vice are  more  pronounced  during  younger  years  v^en  termination  rates  are 
higher,  MP  plans  would  be  more  sensitive  to  mobility  than  CA  plans. 
These  expectations  are  well  reflected  in  Table  4  where  the  impact  of 
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termination  rates  is  comparatively  higher  in  5Y  plans  than  in  MP  plans, 
and  in  MP  plans  than  in  CA  plans.  Note  also  that  the  relative  advan- 
tages in  5Y  plans  increase  from  high  to  low  rates  of  termination  and 
from  early  to  normal  ages  of  retirement.  The  results  also  show  that  the 
previously  noted  ranking  (and  pairing  in  defined  benefit  plans)  of  the 
vesting  rules  is  also  valid  in  relation  to  the  influences  of  termination 
rates  and  plan  types.  In  other  words,  more  stringent  provisions  are 
comparatively  more  sensitive  to  plan  designs  and  high  rates  of  termina- 
tion itagnify  this  sensitivity.  Consequently,  litjeralization  of  vesting 
rules  would  have  an  overall  equalizing  effect  en  expected  benefits. 

For  the  same  age  of  retirement  (60  or  65)  the  entry  age  20  implies 
a  marginal  increase  in  expected  benefits  as  compared  to  the  entry  age 
25,  due  to  the  fact  that  the  years  of  service  from  age  20  to  age  25 
either  will  not  be  creditable  (due  to  higher  mobility  during  younger 
years)  or,  even  if  they  are,  the  relative  value  of  the  associated  bene- 
fits will  be  small  in  defined  benefit  (especially  CA)  plans.  On  the 
other  hand,  for  the  same  entry  age  (20  to  25)  expected  benefits  related 
to  the  normal  retirement  age  of  65  are  much  larger  than  those  associated 
with  the  early  retirement  age  of  60.  For  in  all  plans,  more  benefits 
will  accrue  over  a  longer  working  life,  and  an  actuarial  increase  in 
benefits  will  be  realized  due  to  a  shorter  expected  post-retirement  life 
span.  In  addition,  if  not  terminated,  benefits  related  to  the  last  em- 
ployment will  be  larger  in  5Y  plans  and  the  fund  will  accrue  returns 
over  five  additional  years  in  MP  plans.  It  can  also  be  seen  frcm  Table  4 
that  the  relative  increases  in  expected  benefits  resulting  fron  a  liber- 
alization of  vesting  rules  would  be  nearly  the  same  for  all  age  groups. 
Similarly,  higher  rates  of  termination  do  not  appear  to  have  an  aggra- 
vating effect  on  the  relative  benefits  of  different  age  groups. 

Variability  of  Benefits 

In  Table  5,  coefficients  of  variation  are  presented  under  the  same 
scenarios  as  in  Table  4.  Coefficient  of  variation,  defined  as  the  ratio 
of  standard  deviation  to  mean,  is  a  summary  measure  of  the  dispersion  of 
benefits  across  the  population  of  recipients.  The  measure  is  independ- 
ent of  the  benefit  level  in  defined  benefit  plans;  that  is,  the  same 
numerical  values  would  have  resulted  if  higher  or  lower  levels  of  t)ene- 
fit  (than  1  per  cent)  were  used  in  canputations.  Similarly,  the  measure 
does  not  depend  on  the  particular  contribution  level  used  in  the  money 
purchase  plan.  Consequently,  as  opposed  to  the  means,  coefficients  of 
variation  under  defined  benefit  plans  are  directly  comparable  with  those 
under  the  money  purchase  plan. 

Analysis  of  the  entries  in  Table  5  in  much  the  same  way  as  before 
reveals  that  the  ranking  and  pairing  of  the  vesting  rules  in  relation  to 
defined  benefit  and  money  purchase  plans  according  to  increasing  means 
also  turn  out  to  be  the  order  of  these  rules  in  decreasing  coefficients 
of  variation.  It  is  evident  that  the  vesting  rules  have  a  substantial 
irtpact  on  the  variability  of  benefits  for  all  age  groups,  plan  types. 
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and  termination  rates.  Also,  both  standard  deviations(9)  and  coeffi- 
cients of  variation  are  highest  in  the  5Y  plan,  followed  by  MP  and  CA 
plans.  High  dispersion  of  benefits  in  5Y  plans  can  again  be  explained 
by  tlie  fact  that  in  these  plans  benefits  associated  with  a  creditable 
year  of  service  may  vary  substantially  as  a  function  of  the  age  at  ter- 
mination. Also,  since  the  benefits  creditable  to  earlier  ages  are  com- 
paratively more  significant  in  MP  plans  than  in  CA  plans,  pension  bene- 
fits are  relatively  more  dispersed  in  the  former  plans. 

In  view  of  these  observations,  tentative  conclusions  reached 
through  expected  benefits  regarding  the  "immunity"  of  the  low  termina- 
tion sector  to  vesting  rules,  and  the  extent  of  superiority  of  5Y  plans 
over  CA  plans  must  be  qualified.  In  addition,  reductions  in  the  varia- 
bility of  benefits  in  moving  to  more  liberal  vesting  rules  are  not  as 
significant  in  5Y  plans  as  in  CA  and  MP  plans.  It  is  interesting  to 
note  that  the  age  requirement  in  vesting  rules  is  again  more  critical  in 
MP  plans  than  in  defined  benefit  plans. 

Distribution  of  Benefits 

Due  to  random  nature  of  the  employment  termination  process,  pension 
benefit  at  retirement  is  a  random  variable.  Therefore,  measures  consid- 
ered so  far  provide  only  a  partial  characterization.  To  arrive  at  the 
complete  picture,  especially  in  relation  to  policy  issues,  distribution 
of  benefits  must  be  identified. 

As  computed  through  the  underlying  methodology,  cumulative  distri- 
butions of  pension  benefits  at  retirement  for  age  group  25-65  are  pre- 
sented in  Figures  5  to  13,  under  different  vesting  rules,  plan  types, 
and  termination  rates.  For  every  benefit  level  on  the  horizontal  axes, 
the  proportion  of  recipients  \^^ose  benefits  will  be  below  this  level  can 
readily  be  detemuned  from  these  graphs.  For  example,  we  can  see  from 
Figure  10  that  nearly  68  per  cent  of  the  high  mobility  sector  will  re- 
ceive less  than  15  (15  per  cent  of  the  base  wage)  in  a  5Y  plan  under  the 
rule  service  10.  This  proportion  reduces  to  about  10  per  cent  for  the 
low  mobility  group  (Figure  8).  By  implication,  32  per  cent  and  90  per 
cent,  respectively,  of  the  high  and  low  mobility  workers  will  receive 
more  than  15.  Conversely,  by  identifying  first  the  percentages,  one  can 
determine  the  percentiles  of  the  distributions.  Again,  from  Figures  10 
and  8,  the  first  quartiles  under  service  10  with  high  and  low  rates  of 
termination  are  3.5  and  15,  respectively,  medians  are  10  and  20,  third 
quartiles  are  17.5  and  35,  and  inter-quartile  ranges  are  14  and  20. 
These  numbers  have  obvious  interpretations.  Evidently,  benefits  of  the 
middle  50  per  cent  will  vary  from  3.5  to  17.5  with  a  range  of  14,  if 
termination  rates  are  high,  but  from  15  to  35  with  a  range  of  20,  if 
termination  rates  are  low.  Note  that  the  maximum  possible  benefit  is  36 
and  25  per  cent  of  the  low  termination  group  will  receive  more  than  35 
under  any  vesting  rule. 
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The  above  observations  are  related  to  the  distribution  of  career 
pension  benefits  for  a  group  of  similar  employees  under  a  given  sce- 
nario. The  obvious  equitable  result  for  them  wDuld  be  to  obtain  equal 
pensions.  Any  departures  from  this  equality  would  have  to  be  a  conse- 
quence of  the  interaction  of  termination  rates  with  vesting  rules  and 
otlier  scenario  elements.  An  instrument  for  tlie  measurement  of  such  de- 
partures is  the  Lorenz  curve.  The  Lorenz  curve  of  a  pension  benefit 
distribution  is  a  plot  of  the  fraction  of  enployees  receiving  less  than 
a  given  level  of  benefit  versus  the  relative  share  of  this  group  of  the 
total  pension  income  (or  pension  wealth).  Figures  5  to  13  also  include 
the  corresponding  Lorenz  curves.  According  to  Figure  10,  for  example, 
in  5Y  plans  under  the  rule  service  10,  the  bottom  40  per  cent  of  the 
high  termination  sector  will  share  only  3  per  cent  of  the  pension  income 
due  to  this  sector.  In  the  low  termination  sector,  the  share  of  the 
botton  40  per  cent  of  the  recipients  would  be  25  per  cent  (Figure  8). 

If  the  correspondence  between  the  fractions  of  recipients  and  their 
share  of  the  pension  wealth  were  to  be  one  to  one,  the  Lorenz  curve 
would  have  been  the  straight-line  diagonal  shown  in  the  Figures.  This 
corresponds  to  an  ideal  (perfectly  egalitarian)  distribution.  Depar- 
tures fran  this  ideal  are  measured  by  tiie  Lorenz  curve  on  a  point-by- 
point  basis,  and  by  a  summary  measure  called  the  Gini  coefficient  on  a 
global  basis.  This  index  is  defined,  conventionally,  as  twice  the  area 
formed  by  the  straight-line  diagonal  and  the  Lorenz  curve  (i.e.,  the 
ratio  of  this  area  to  the  total  area  of  .5  below  the  diagonal).  Conse- 
quently, as  the  Lorenz  curve  approaches  the  diagonal,  the  Gini  coeffi- 
cient decreases  (tends  to  0)  signifying  an  egalitarian  distribution. 
Conversely,  as  the  Lorenz  curves  moves  away  frcm  the  diagonal,  the  Gini 
coefficient  increases  (approaches  to  1)  characterizing  an  equitable 
distribution  in  the  sense  of  the  disproportionately  high  accumulations 
of  the  pension  wealth  in  the  high  pension  incane  groups.  Gini  coeffi- 
cients under  different  scenarios  are  presented  in  Table  5. 

We  now  turn  to  a  brief  comparative  discussion  of  the  distributions, 
Lorenz  curves,  and  Gini  coefficients  through  the  impacts  of  vesting 
rules,  termination  rates,  plan  types,  and  periods  of  employment. 

Figures  5  and  8  show  that  the  impact  of  vesting  rules  in  defined 
plans  is  in  fact  marginal  when  termination  rates  are  low;  only  the  rules 
45  and  10  and  service  10  perform  noticeably  worse  than  others.  This  im- 
pact beccxnes  substantial  in  medium  and  high  termination  sectors  where 
the  previously  noted  groupings  are  remarkably  distinct  (Figures  6,  7,  9, 
and  10).  In  general,  distributions  shift  to  the  right  as  the  vesting 
rule  becanes  more  liberal,  thus  placing  smaller  fractions  of  recipients 
below  a  given  level  of  benefit.  These  shifts  are  not  always  uniform, 
however.  In  Figure  5,  for  example,  distributions  under  the  rules  ser- 
vice 10  and  40  and  5  cross  at  about  the  benefit  level  14.  Thus,  under 
txDth  rules,  approximately  28  per  cent  will  receive  less  than  14.  How- 
ever, below  this  benefit  level,  relatively  higher  proportions  of  recipi- 
ents would  receive  smaller  benefits  (and  above  this  benefit  level,  rela- 
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FIGURE  6.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  Career  Average  Plans  with 
Medium  Termination  Rates 
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FIGURE  7.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  Career  Average  Plans  with  High 
Termination  Rates 
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FIGURE  8.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  5Y  Plans  with  Low  Termination 
Rates 
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tively  lower  proportions  of  recipients  would  receive  higher  benefits) 
under  the  rule  service  10.  Similar  crossings  can  be  observed  in  Figure 
5  also  with  respect  to  the  vesting  rule  service  5.  Ttierefore,  distribu- 
tions of  benefits  in  defined  benefit  plans  under  the  service  requirement 
rules  are  relatively  rrore  concentrated  at  both  extremes  of  the  range, 
while  under  tlie  age-service  rules  relatively  more  of  the  frequency  lies 
in  mid- ranges.  Ttiese  tendencies,  however,  are  not  reflected  by  Lorenz 
curves  and  Gini  coefficients  strongly  enough  to  contradict  the  previ- 
ously suggested  ranking  of  the  vesting  rules.  Lorenz  curves  and  Gini 
coefficients  for  medium  and  high  rates  of  termination  are  in  strict 
agreement  with  this  ranking.  When  termination  rates  are  low,  Lorenz 
curves  are  hardly  distinguishable  under  nore  liberal  vesting  rules. 

The  vesting  rule  is  much  more  influential  in  the  money  purchase 
plan  (Figures  11,  12,  and  13),  even  when  the  rates  of  termination  are 
low.  Groupings  observed  in  relation  to  defined  benefit  plans  are  no 
longer  evident.  Thus,  even  modest  changes  in  vesting  rules  wDuld  create 
significant  overall  changes  and  shifts  in  distributions.  This  is  a  di- 
rect consequence  of  the  periods  of  service  for  which  benefits  are  for- 
feited due  to  termination  before  the  vesting  requirements  are  met.  As 
pointed  out  before,  in  terms  of  their  value  at  retirement,  such  benefits 
are  comparable  for  comparable  lengths  of  service  in  money  purchase 
plans,  irrespective  of  the  specific  time  periods  of  accrual  in  one's 
working  life.  Ttieir  forfeiture,  therefore,  would  induce  a  corresponding 
decrease  in  pension  benefits  due  at  retirement.  (In  defined  benefit 
plans,  benefits  forfeited  at  younger  years  would  have  a  relatively  minor 
impact  on  the  purchasing  power  of  the  pension  incone  at  retirement.) 

The  inpact  of  termination  rates  is  substantial  in  all  cases,  as  re- 
flected by  a  shift  to  the  left  in  distributions  and  a  shift  to  the  right 
in  Lorenz  curves,  from  low  to  high  rates.  The  former  is  due  to  the  fact 
that  as  termination  rates  increase,  the  proportion  of  recipients  below  a 
given  level  of  pension  incone  would  also  increase.  Shifts  in  Lorenz 
curves,  especially  under  more  stringent  vesting  rules,  are  consequences 
of  the  relatively  larger  fractions  of  recipients  with  little  or  no  pen- 
sion income  in  higher  termination  sectors.  Both  Lorenz  curves  and  dis- 
tributions indicate  that  in  the  high  termination  sector  (age  group  25- 
65),  32.5  per  cent  of  the  covered  population  would  have  no  vested  pen- 
sion under  the  rule  45  and  10.  This  proportion  drops  to  27.5  per  cent 
under  the  rule  service  10,  and  to  below  5  per  cent  under  the  rule  40  and 
5.  For  the  age  group  20-65,  (distributions  are  not  shown)  the  respec- 
tive proportions  were  25.5  per  cent,  18  per  cent,  and  2  per  cent.  In  the 
medium  termination  sector  for  age  group  25-65  (20-65)  the  same  propor- 
tions are  9.5  per  cent  (7  per  cent)  under  the  rule  45  and  10,  7  per  cent 
(3  per  cent)  under  the  rule  service  10,  and  negligible  or  zero  under 
other  rules.  Consequently,  as  a  measure  of  the  risk  of  terminating  em- 
ployees, probability  of  no  vested  pension  is  highly  sensitive  to  vesting 
rules,  termination  rates,  and  periods  of  employment.  These  findings, 
which  refer  to  the  covered  population  only,  should  be  reflected  in  view 
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FIGURE  9.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  5Y  plans  with  Medium  Termination 
Rates 
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FIGURE  10.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  5Y  Plans  with  High  Termination 
Rates 
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FIGURE  11.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  MP  Plans  with  Low  Termination 
Rates 
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FIGURE  12.   Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  MP  Plans  with  Medium  Termination 
Rates 
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FIGURE  13.  Distribution  of  Pension  Benefits  and 
Lorenz  Curves  under  Different  Vesting 
Rules  in  MP  Plans  with  High  Termination 
Rates 
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of  the  currently  large  proportion  of  the  retired  population  in  Ontario 
(and  elsewhere)  receiving  no  private  pension  income. 

Regarding  tJie  impact  of  the  plan  type,  it  is  seen  from  the  distri- 
butions that  the  maximum  possible  benefit  is  16  in  CA  plans,  36  in  5Y 
plans  and  25  in  MP  plans.  Narrowness  of  the  benefit  range  in  CA  plans  is 
coupled  with  the  concentration  of  most  of  the  frequency  near  the  upper 
range.  Thus,  although  one  cannot  expect  too  much  from  a  CA  plan,  most 
are  likely  to  receive  near  maxiiTium  benefits  (or,  expressed  in  the  nega- 
tive, all  should  fare  equally  badly).  In  contrast,  the  range  of  the 
distributions  in  5Y  plans  is  wide  and  dispersions  are  high.  The  fact 
ranains,  however,  that  5Y  plans  are  superior  to  CA  plans  in  terms  of  im- 
plied benefits.  According  to  Figure  8,  for  example,  88  per  cent  of  the 
low  termination  sector  will  receive  more  than  16  in  the  5Y  plan  under 
tlie  rule  service  10,  while  everyone  will  receive  at  most  16  in  a  CA  plan 
even  under  full  and  immediate  vesting. 

Nuinerous  other  observations  and  comparisons  can  be  made  through  the 
distributions  and  Lorenz  curves.  The  above  has  been  a  demonstrative  ac- 
count of  the  effects  of  some  of  the  more  important  variables  on  the  dis- 
tribution of  benefits  and  related  measures.  The  impacts  of  inflation 
and  source  of  contributions  will  be  outlined  next. 

Inflation  and  Source  of  Contributions 

Results  discussed  so  far  are  based  on  the  most  probable  economic 
scenario  and  essentially  non-contributory  plans.  To  isolate  the  effects 
of  inflation  and  source  of  contributions,  expected  lifetime  pension  ben- 
efits under  different  vesting  rules  were  recomputed  for  age  groups  25-60 
and  25-65,  using  the  low,  most  probable  (medium),  and  high  estimates  for 
the  rate  of  inflation,  and  contributory  and  non-contributory  plans.  (For 
details  on  econonic  assumptions  and  rates  of  contributory  plans,  see 
section  3.)  The  results  are  presented  in  Table  7. 

The  contributory-non-contributory  distinction  is  irrelevant  in  MP 
plans.  In  defined  benefit  plans,  increases  in  expected  benefits  from 
non-contributory  to  contributory  modes  are  due  to  the  computation  of 
benefits  in  contributory  plans  as  the  greater  of  the  accrued  pension 
implied  by  the  benefit  formula  or  what  the  accumulated  contribution 
would  buy.  The  increases  range  to  17  per  cent  (excluding  the  rule  ser- 
vice 1);  are  larger  for  higher  rates  of  termination  and  inflation, 
larger  in  CA  plans  than  in  5Y  plans,  and  larger  for  the  retirement  age 
65  than  for  60.  Also,  in  all  cases,  the  increases  are  more  pronounced 
under  the  vesting  rule  service  5.  This  last  result  is  in  support  of  the 
widely  held  belief  that  the  contributions  of  the  members  defined  benefit 
plans  may  buy  much  of  the  benefits  they  are  entitled  to  during  their 
younger  years.  Thus,  in  the  absence  of  an  age  requirement  for  vesting, 
benefits  creditable  to  earlier  ages  under  the  rule  service  5  appear  to 
have  fallen  short  of  v4iat  the  contributions  would  buy  (more  so  under 
this  rule  than  others). 
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Table  7  also  indicates  decreases  in  expected  benefits  of  21  to  23 
per  cent  and  29  to  33  per  cent,  respectively,  from  low  to  medium  and 
from  low  to  high  rates  of  inflation  in  non-contributory  O^  plans  for  age 
group  25-60.  Decreases  in  benefits  are  slightly  smaller  in  contribu- 
tory plans  and  for  the  retirement  age  65.  More  stringent  vesting  rules 
and  higher  rates  of  termination  do  not  appear  to  aggravate  the  impact  of 
inflation.  As  expected,  reductions  in  benefits  due  to  inflation  are 
considerably  less  in  5Y  plans  than  in  CA  plans  (6  to  10  per  cent  from 
low  to  medium  and  18  to  26  per  cent  fron  low  to  high  inflation  for  age 
group  25-60).  And,  in  contrast  to  the  defined  benefit  plans,  expected 
benefits  increase  in  MP  plans  together  with  the  rate  of  inflation,  evi- 
dently owing  to  the  relatively  cheaper  annuities  purchased  at  retirement 
(see  Table  3).  The  increases  are  3  per  cent  for  age  group  25-60  and  7 
per  cent  for  age  group  25-65,  fron  low  to  medium  inflation;  and,  7  per 
cent  for  age  group  25-65,  from  low  to  medium  inflation;  and,  7  per  cent 
for  age  group  25-60,  and  20  per  cent  for  age  group  25-65,  from  low  to 
high  inflation. 

Pension  Costs 

Pension  costs  were  modelled  through  an  adaptation  to  lifetime  pen- 
sion benefits  of  the  "projected  benefit  cost  method";  the  version  of 
this  method  that  was  used  develops  a  normal  cost  that  remains  constant 
as  a  percentage  of  salary.  (10)  For  every  scenario,  the  model  output 
included  tlie  total  cost  and  the  employer's  cost,  both  expressed  as  a 
fraction  of  the  present  value  of  the  payroll  over  tlie  working  life. 

In  Table  8,  we  present  the  total  costs  (employer  cost  plus  employee 
cost  in  contributory  plans)  for  age  groups  25-60  and  25-65.  As  expected, 
costs  are  higher  under  lower  rates  of  termination,  more  liberal  vesting 
rules,  contributory  plans,  5Y  plans  (relative  to  CA  plans),  and  the  re- 
tirement age  60.  It  is  also  seen  that  the  total  costs  in  defined  bene- 
fit plans  decrease  as  the  rate  of  inflation  increases.  As  noted  pre- 
viously, although  wages  increase  with  inflation,  vested  benefits  related 
to  terminated  employments  do  not  in  defined  benefit  plans.  On  the  other 
hand,  it  is  cheaper  to  rmintain  a  constant  level  of  benefit  during  post- 
retirement  years  vi^en  the  interest  rates  are  high. 

Table  8  reveals  that  the  relative  incremental  cost  of  liberaliza- 
tion would  be  larger  in  CA  plans  than  in  5Y  plans,  in  non-contributory 
than  in  contributory  defined  benefit  plans,  and  for  the  retirement  age 
60  than  for  65;  these  costs  would  also  be  larger  in  the  higher  termina- 
tion sectors.  In  many  if  not  most  of  the  cases,  however,  increases  in 
total  costs  are  remarkably  small. (11) 

Employer  costs  are  presented  in  Table  9.  Very  low  entries  under  CA 
plans,  especially  for  higher  rates  of  inflation,  should  be  noted.  Com- 
parative examinations  of  the  entries  in  Tables  8  and  9  would  also  reveal 
the  effects  of  other  scenario  variables.  Such  observations  would  be  sub- 
stantially similar  to  those  already  noted  in  relation  to  pension  bene- 
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fits.  Enployer  costs  are  also  presented  in  Table  10  using  .6  higher 
rates  of  return  than  before.  Evidently,  higher  rates  of  return  on  in- 
vestment would  decrease  employer  costs  marginally  in  MP  plans  but  sub- 
stantially in  defined  benefit  plans.  In  fact,  some  of  the  entries  in 
Table  10  are  negative,  implying  that  the  employee  contributions  alone 
(2.5  per  cent  of  the  [payroll)  would  be  more  than  sufficient  to  subsidize 
the  projected  benefits  under  certain  circumstances. 


4.   CONCLUSIONS 

In  the  foregoing,  three  basic  plans  were  examined  under  various 
economic  assumptions  and  vesting  rules,  for  employees  with  different  mo- 
bility characteristics  and  periods  of  participation  in  the  labour  force. 
The  analysis  was  based  on  probabilistic  models  designed  to  characterize 
the  ultimate  benefit  to  be  derived  by  a  typical  employee  (or  by  a  group 
of  similar  employees)  from  his  or  her  career  membership  in  pension 
plans.  The  ensuing  pension  costs  were  also  modelled  and  computed  by  an 
adaptation  of  the  projected  benefit  cost  method  to  lifetime  pension  ben- 
efits. The  results  presented  and  discussed  in  the  paper  have  important 
implications  regarding  the  current  status  of  the  private  pension  system 
in  Ontario,  and  the  expected  consequences  of  more  liberal  vesting  rules. 

On  the  basis  of  the  results  obtained,  arguments  that  can  be  put 
forward  regarding  the  virtues  and  limitations  of  alternative  vesting 
rules  must  be  preceded  by  an  assessment  of  the  plan  types  examined  in 
the  paper  in  terms  of  employee  benefits,  enployer  costs,  as  well  as  the 
social  objectives  of  the  government,  which  supports  these  plans  through 
tax  expenditures.  Although  the  employers  are  primarily  concerned  with 
the  iTBgnitude  and  unpredictability  of  pension  costs  as  a  function  of  the 
payroll,  the  main  issues  of  importance  for  the  employees  have  been  the 
existence  and  value  of  private  pension  benefits.  On  the  other  hand,  in 
addition  to  the  questions  of  distributional  equity,  the  government  is 
concerned  with  the  overall  well-being  of  the  private  pension  system  as  a 
regulator  (provincial  level)  and  as  a  subsidizer  (federal  and  provincial 
levels) . 

From  the  enployees'  perspective,  defined  benefit  plans  have  a  num- 
ber of  inportant  drawbacks.  First,  pension  benefits  under  CA  plans  de- 
teriorate rapidly  with  inflation,  as  the  accrual  of  pension  is  based  on 
past  wages.  The  prospects  are  somewhat  better  in  5Y  plans  where,  al- 
though benefits  related  to  previous  employments  would  also  erode  rapidly 
with  inflation,  current  job  benefits  would  exhibit  a  good  follow-up.  Ac- 
crued pension  benefits  are  fully  protected  from  inflation  only  in  MP 
plans  in  \4iich  both  past  and  current  benefits  increase  with  interest 
rates  reflecting  inflation  (Table  7).  Secondly,  and  substantially  for 
the  same  reasons,  defined  benefit  plans  (especially  CA  plans)  are  not 
"age  neutral"  because  benefits  for  younger  workers  are  lower  in  value 
than  for  older  workers.  Although  there  have  been  some  proposals  to  elim- 
inate age-related  pension  benefit  differentials,  it  appears  impossible 
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to  construct  age-neutral  defined  benefit  plans. (12)  In  contrast,  money 
purchase  plans,  in  v\^ich  the  employer  contributes  a  fixec5  percentage  of 
employee  earnings,  are  clearly  age-neutral.  It  should  be  noted,  how- 
ever, that  benefit  differentials  due  to  age  would  prevail  even  in  MP 
plans,  except  under  full  and  immediate  vesting,  so  long  as  termination 
rates  decrease  with  age. 

In  addition  to  being  very  sensitive  to  inflation  and  age,  pension 
benefits  under  CA  plans  are  not  well  related  to  the  current  economic 
status  of  the  worker,  for  wages  grow  but  past  benefits  do  not  (Figure 
3).  Ihis  relationship  is  improved  in  MP  and  5Y  plans  v\4iere,  in  the  lat- 
ter, current  job  benefits  are  based  on  final  earnings.  Also,  in  rela- 
tion to  other  forms  of  saving,  the  comparative  value  of  benefits  in  CA 
plans  is  difficult  to  ascertain  for  the  average  worker;  such  a  compari- 
son should  necessarily  involve  annuities.  This  difficulty  is  compounded 
in  5Y  plans  because  of  wage  growth  in  the  current  job.  In  MP  plans,  on 
the  other  hand,  accrued  pension  benefits  are  readily  comparable  with 
other  assets. 

As  to  the  relative  advantages  to  the  workers  of  defined  benefit 
plans,  it  might  be  noted  that  such  schemes  promise  a  fixed  benefit  rate, 
not  a  fixed  contribution  rate  as  in  MP  plans.  Evidently,  the  latter 
would  increase  the  uncertainties  about  future  benefits.  It  is  also  true 
that  the  accrued  benefit  is  easily  comparable  with  current  wage  in  de- 
fined benefit  plans  but  not  in  MP  plans,  where  it  is  necessary  to  go 
back  through  annuities.  Such  advantages,  however,  fall  short  of  explain- 
ing the  relative  popularity  of  defined  benefit  plans  in  Ontario  and 
elsevstiere  in  Nortli  America. 

Money  purchase  plans  offer  notable  advantages  for  employers  also. 
For  one  thing,  cost  of  a  defined  benefit  plan  fluctuates  with  economic 
conditions  (Tables  9  and  10),  as  the  cost  of  the  annuity  depends  on  the 
prevailing  rate  of  return  on  investment,  v\^ile  the  cost  of  a  MP  plan  has 
a  known  upper  bound  implied  by  tlie  rate  of  contribution.  In  addition, 
defined  benefit  plans  are  difficult  to  cost  for  the  firm  because  of  un- 
certainties involved  in  the  projection  of  economic  conditions,  termina- 
tion rates,  and  wages.  (13)  Costing  of  a  MP  plan,  on  the  other  hand,  is 
alinost  immediate. 

In  defined  benefit  plans,  there  may  be  incentives  for  the  firms  to 
formulate  hiring  and  retention  policies  that  are  discriminatory  to  older 
workers,  because  such  plans  are  not  age-neutral  and  pension  costs  are 
relatively  higher  for  older  workers;  such  incentives  would  be  more  pro- 
nounced in  final  earnings  plans  under  which  the  employers  may  expect  the 
largest  relative  reductions  in  mobility. (14)  As  pointed  out  in  the  dis- 
cussion of  pension  benefits,  5Y  plans  are  highly  sensitive  to  rates  of 
termination,  followed  by  MP  and  CA  plans. 

From  the  point  of  view  of  the  government,  distribution  of  pension 
income  across  the  retired  workers  of  comparable  pre-retirement  economic 
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status  would  be  most  equitable  and  uniform  under  CA  plans.  At  the  other 
extranes  are  the  5Y  plans  witli  highest  distributional  dispersions,  with 
MP  plans  falling  somewhere  in  between  (see  Tables  5  and  6  for  coeffi- 
cients of  variation  and  Gini  coefficients).  The  same  relative  ranking 
of  the  three  plan  types  also  prevails  in  relation  to  the  efficient  allo- 
cation of  labour,  as  CA  plans  place  the  lowest  restriction  on  mobility 
and  5Y  plans  the  highest.  In  terms  of  preserving  the  purchasing  power 
of  the  pension  income  relative  to  the  earnings  of  comparable  non-retired 
workers,  however,  CA  plans  are  inferior  to  both  5Y  and  MP  plans.  In 
this  regard,  a  comparison  between  the  last  two  t^qpes  of  plan  would  de- 
pend on  when  changes  in  economic  conditions  (i.e.,  wage  growth,  interest 
rate)  take  place  and  cmi  the  timing  of  annuity  purchases.  Finally,  in 
relation  to  the  impact  of  regulation  through  statutory  vesting  rules,  it 
has  been  established  that  CA  and  MP  plans  are  highly  sensitive  but  5Y 
plans  are  relatively  neutral  to  vesting  provisions. 

These  observations  are  summarized  in  Table  11  which  also  includes 
ordinal  ranking  of  the  three  plans  through  various  criteria  of  impor- 
tance to  workers,  employers,  and  the  government.  TVo  conclusion  energe: 
overall,  MP  plans  best  serve  the  interests  of  all  three  economic  agents; 
the  iirpact  of  vesting  rules  cannot  be  isolated  from  and  thus  should  be 
assessed  independent  of  plan  types.  In  turn,  the  latter  issue  must  be 
addressed  frcxn  two  different  directions:  incremental  changes  in  pension- 
related  measures  induced  by  alternative  forms  of  more  liberal  vesting 
provisions  in  different  plans;  and  comparative  effects  in  different 
plans  of  delayed  vesting  characterized  by  these  alternatives  relative  to 
full  and  immediate  vesting. 

Some  of  the  results  reported  in  Section  4  are  reproduced  in  Tables 
12  and  13  as  multiples  of  the  corresponding  values  under  tlie  rule  45  and 
10  in  defined  benefit  plans. (15)  It  is  apparent  that  liberalization  of 
vesting  rules  would  have  a  larger  impact  on  CA  plans  and  in  higher  ter- 
mination sectors.  It  is  also  apparent  that  removing  the  age  requirement 
from  the  current  statutory  vesting  rule  45  and  10  would  result  in  mar- 
ginal increases  in  costs  and  benefits  and  equally  modest  improvements  in 
the  distribution  of  benefits  in  defined  benefit  plans.  Rule  40  and  5  or 
service  5  would  result  in  comparable  moderate  increases  in  costs  and 
benefits,  and  a  more  substantial  liberalization  can  be  achieved  through 
rule  50  or  rule  45. 

The  rationale  in  arriving  at  better  regulatory  alternatives  should 
not  be  based,  however,  largely  on  considerations  relative  to  current 
vesting  standards.  More  important  are  the  relativities  with  respect  to 
ultimate  benefits  and  costs  under  full  and  immediate  vesting  which  has 
been  characterized  in  this  study  by  the  rule  service  1.  Performances  of 
different  vesting  rules  relative  to  this  form  of  vesting  are  also  given 
in  Tables  12  and  13  in  terms  of  cost,  benefit,  and  Gini  ratios  in  de- 
fined benefit  plans.  It  is  interesting  to  observe  that  the  effects  of 
the  rules  service  5  and  40  and  5  in  CA  plans  are  comparable  to  the  ef- 
fects of  service  10  and  45  and  10  in  5Y  plans.  A  comparative  examina- 
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tion  of  the  Gini  ratios  reveals,  also,  that  the  previously  noted  high 
distributional  inequities  in  5Y  plans  are  primarily  due  to  the  plan 
type,  v^iile  in  CA  plans  the  main  negative  factor  is  the  vesting  rule. 
Therefore,  if  the  new  regulatory  guidelines  in  relation  to  delayed 
vesting  are  to  balance  the  impacts  of  different  plan  types,  statutory 
vesting  rules  applicable  to  CA  plans  ought  to  be  more  liberal  than  those 
applicable  to  final  earnings  plans. 

It  is  also  clear  from  tliese  results  that  both  rule  50  and  rule  45 
approximate,  in  effect,  full  and  immediate  vesting  in  defined  benefit 
plans,  except  in  relation  to  distributional  equity.  These  rules,  how- 
ever, would  create  additional  complications  for  workers  and  firms  in 
their  valuation  of  the  defined  benefit  pension  scheme.  More  importantly, 
they  would  furtlier  the  negative  effects  of  age-dependent  pension  differ- 
entials by  providing  additional  incentives  for  the  firms  to  formulate 
hiring  policies  that  are  discriminatory  to  older  workers. 

Table  14  shows  that  the  impact  of  alternative  forms  of  liberaliza- 
tion on  MP  plans  would  be  comparable,  in  general,  to  that  observed  in  CA 
plans  with  an  important  qualification  that  the  age  requirement  is  much 
more  influential  in  MP  plans  than  in  defined  benefit  plans.  On  the  other 
hand,  more  is  lost  due  to  vesting  in  MP  plans.  In  fact,  it  is  seen 
through  measures  relative  to  service  1  that  the  performance  of  service  5 
in  MP  plans  is  remarkably  similar  to  the  performance  of  40  and  5  in  CA 
plans. 

In  conclusion,  growth  of  defined  contribution  (money  purchase) 
plans  should  be  encouraged  as  the  most  inportant  means  of  reforming  the 
private  pension  system  in  Ontario.  In  terms  of  the  alternatives  exam- 
ined in  this  paper,  vesting  rules  should  not  be  more  restrictive  than 
service  5  in  defined  contribution  plans  and  40  and  5  in  defined  benefit 
career  average  plans;  a  more  stringent  benchmark  may  be  considered  for 
defined  benefit  final  earnings  plans.  Since  defined  benefit  plans  are 
not  restricted  to  career  average  and  last  five  years'  average  modes  (in 
fact,  these  are  extreme  forms)  the  latter  differentiation  leads  to  the 
perhaps  undesirable  prospect  of  prescribing  a  different  vesting  rule  for 
every  benefit  formula.  The  rule  50  and  5  could,  therefore,  be  adopted 
for  all  defined  benefit  plans  and  the  rule  service  5  for  all  defined 
contribution  plans.  If  a  single  statutory  minimum  provision  is  to  re- 
place the  rule  45  and  10  in  all  plans,  then  the  most  appropriate  choice 
appears  to  be  the  rule  service  5. 
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NOTES 

( 1 )  Most  pension  plans  in  Ontario  are  defined  benefit  plans  using  a 
variety  of  benefit  formulas.   CA  and  5Y  plans  being  considered  in 
this  paper  are  common  in  practice  and  represent  benchmark 
extremes;  final  earnings  plans  are  restricted  by  law  to  the 
average  wages  of  the  last  three  or  more  years.   Money  purchase 
plans  constitute  about  6  per  cent  of  plan  members  and  40  per  cent 
of  plans  in  Ontario.   The  benefit  and  contribution  levels  used  are 
arbitrarily  selected,  but  the  results  can  readily  be  adjusted  to 
other  levels.   (For  example,  costs  and  benefits  in  defined  benefit 
plans  with  2  per  cent  benefit  level  would  be  twice  as  high.) 

(2)  Two  additional  rate  schedules,  representing  the  actual  experience 
of  the  Ontario  Public  Service  Superannuation  fund  in  the  period 
1974-76,  were  also  used  throughout  most  of  the  study.   Results 
obtained  under  these  schedules  were  included  in  the  reports 
submitted  to  the  Royal  Commission  but  will  not  be  discussed  in 
this  paper.   All  termination  rate  schedules  were  constructed  by 
Laurence  Coward  and  Towers,  Perrin,  Forster  and  Crosby  of 
Toronto. 

(3)  The  loading  was  removed  from  the  GAM  Table  and  a  projection  for 
mortality  improvement  was  incorporated  by  Towers,  Perrin,  Forster 
and  Crosby  of  Toronto. 

(4)  Computations  were  also  carried  out  using  somewhat  higher  rates  of 
mortality  taken  from  Male  Life  Table,  Canada,  1970-1972.   These 
rates  are  also  given  in  the  Appendix  and  the  annuity  cost 
differences  implied  by  the  two  different  tables  will  be  noted 
later  in  this  section. 

(5)  These  projections  were  made  and  provided  to  us  by  the  Royal 
Commission  on  the  Status  of  Pensions  in  Ontario. 

(6)  O.  Marcotte,  and  Y.  Balcer,  "Lifetime  Wages  and  Earnings  Patterns 
in  Canada,"  (mimeographed  report,  1977);  P.  Diamond,  R.  Anderson, 
and  Y.  Balcer,  "A  Model  of  Lifetime  Earnings  Patterns,"  Consultant 
Panel  on  Social  Security  to  the  Congressional  Research  Service, 
Report  (Washington,  D.C. :   Government  Printing  Office,  1976. 

(7)  Similar  wage  functions  relevant  to  last  five  years'  average  plans 
can  also  be  constructed  but  are  not  shown  in  Figure  3.   It  should 
be  noted,  however,  that  since  benefits  related  to  a  creditable 
year  of  service  depend  on  the  wage  at  termination  in  final 
earnings  plans,  there  will  be  a  wide  disparity  relative  to 
career-average  plans. 

(8)  As  noted  before,  rates  of  return  are  based  on  the  long-term 
government  bond  index.   It  was  subsequently  decided  to  recompute 
some  of  the  results  using  somewhat  higher  rates  of  return  to 
account  for  the  private  sector  and  as  an  additional  dimension  in 
sensitivity  analysis. 
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(9)   Standard  deviations  can  easily  be  computed  by  multiplying  the 
entries  of  Table  5  with  the  corresponding  entries  of  Table  4. 

(10)  See  H.E.  Winklevoss,  Pension  Mathematics,  with  Numerical 
Illustrations  (Pension  Research  Council,  Irwin,  Illinois,  1977). 

(11)  Recall  that  the  defined  benefit  plans  are  based  on  a  1  per  cent 
benefit  level  and  that  the  level  of  contribution  in  the  MP  plan  is 
6  per  cent.   If  these  levels  are  increased,  cost  differences  in 
question  would  also  increase  proportionately.   Recall  also  that 
neither  absolute  nor  incremental  costs  under  MP  plans  are  directly 
comparable  with  those  under  defined  benefit  plans. 

(12)  See  B.S.  Barnow  and  R.G.  Ehrenberg,  "The  Cost  of  Defined  Benefit 
Pension  Plans  and  Firm  Adjustments, "Quarterly  Journal  of  Economics 
(forthcoming),  for  a  comprehensive  analysis  and  discussion  of  this 
issue  as  it  relates  to  cost-neutrality  to  firms  in  hiring  workers 
of  different  ages. 

(13)  In  CA  plans,  costing  would  be  relatively  easy  if  the  firm  used  the 
"plan  termination  cost  method,"  but  harder  under  other  actuarial 
cost  methods.   See  B.S.  Barnow  and  R.G.  Ehrenberg,  "The  Cost  of 
Defined  Benefit  Pension  Plans  and  Firm  Adjustments,"  Quarterly 
Journal  of  Economics  (forthcoming),  for  a  comprehensive  analysis 
and  discussion  of  this  issue  as  it  relates  to  cost-neutrality  to 
firms  in  hiring  workers  of  different  ages. 

(14)  Unfortunately,  such  influences  are  not  well  reflected  in  the 
results  because  of  the  assumed  independence  in  the  foregoing 
policy  simulations  of  termination  rates,  wages,  and  plan 
characteristics.   This  assumption  avoids  the  estimation  problems 
related  to  the  extent  to  which  varying  plan  parameters  would 
affect  labour  turnover  (the  individual  response)  or  cause 
compensating  variations  in  wages  (the  market  response).   Such 
considerations  do  not  limit  the  usefulness  of  the  results, 
however,  so  long  as  they  are  interpreted  with  due  regard  to 
elements  that  are  not  incorporated  in  the  models. 

(15)  Ratios  in  Tables  12,  13,  and  14  are  for  age  group  25-65  under  the 
most  probable  economic  scenario.  Ratios  for  different  age  groups 
and  economic  assumptions  are  similar. 
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^pendix  A  -  Methodology 

Pension  plans  may  be  divided  into  two  broad  categories:  defined 
benefit  plans  and  defined  contribution  plans.  A  defined  benefit  plan 
may  in  turn  be  a  unit  benefit  plan  under  wtiich  pension  benefits  are  de- 
termined witii  reference  to  tlie  remuneration  of  an  employee  for  each  year 
or  for  a  selected  number  of  years  of  service,  or  a  flat  benefit  plan 
under  which  pension  benefits  are  expressed  either  as  a  fixed  amount  in 
respect  of  each  year  of  employment  or  a  fixed  periodic  amount.  The  most 
canmon  version  of  a  defined  contribution  plan  is  tlie  money  purchase  plan 
under  v^^iich  pension  benefits  are  determined  upon  the  retirement  of  an 
enployee  by  tlie  accumulated  amount  of  past  contributions.  Defined  ben- 
efit plans  may  be  contributory  (i.e.,  both  employees  and  the  employer 
contribute)  or  non-contributory  (i.e.,  only  the  employer  contributes); 
most  money  purchase  plans  are  contributory. 

In  almost  all  defined  benefit  plans  and  in  some  defined  contribu- 
tion plans,  a  terminating  employee  is  entitled  to  pension  benefits  at 
retirement  if  he  or  she  is  of  a  prescribed  minimum  age  at  the  time  of 
termination  (the  age  requirement);  and/or  he  or  she  has  completed  a  pre- 
scribed minimum  number  of  years  of  service  with  the  organization  (the 
service  requirement).  These  requirements  are  called  vesting  rules  (stan- 
dards or  provisions);  if  they  are  met,  the  pension  is  vested  in  the  em- 
ployee, contributions  are  "locked-in,"  and  the  employee  collects  bene- 
fits from  it  upon  retirement  even  if  he  or  she  never  again  works  for  the 
organization  involved.  If  termination  occurs  before  vesting,  the  em- 
ployee is  entitled  only  to  a  return  of  his  or  her  contributions  with 
sc»T\e  interest. 

An  iirportant  proxy  measure  for  pension  benefits  at  retirement  is 
the  length  of  qualifying  sewice  (i.e.,  a  length  of  service  that  quali- 
fies or  is  "creditable"  und«jr  tlie  vesting  rules  in  effect).  Given  the 
structural  features  of  a  specific  pension  plan  and  the  rates  of  termina- 
tion applicable  to  plan  members,  qualifying  service  in  the  plan  can  be 
characterized  without  much  difficulty.  Such  an  exercise  would  not  be 
very  useful,  however,  as  a  basis  for  tlie  discussion  of  various  policy 
issues  related  to  lifetime  pension  benefits.  The  relevant  measure  is 
the  cumulative  qualifying  service  accruing  frcm  a  career  membership  in 
pension  plans.  Important  determinants  of  this  measure,  in  turn,  would 
be  the  length  of  the  working  life,  periods  of  employment,  termination 
rates,  vesting  rules,  pension  plan  coverage,  and  portability  (or 
transferability) . 

Since  the  employment  termination  process  is  a  random  process,  qual- 
ifying service  in  a  given  plan  as  well  as  career  qualifying  service  can 
be  fully  characterized  only  tlirough  probabilistic  models.  To  illustrate 
the  general  structure  of  the  basic  model  used  in  the  following  applica- 
tions, let  h"(i)  denote  the  length  of  qualifying  service  under  a  given 
vesting  rule  for  aii  employee  who  terminates  an  employment  of  lengtli  i  at 


203 


working  age  n.  For  example,  under  the  rule  of  full  vesting  after  ten 
years  of  service,  we  have 

h  (i)  =  i  if  i  is  greater  than  or  equal  to  10 
0  if  i  is  less  than  10 
and,  under  the  rule  45  and  10,  we  have 

h  (i)  =  i  if  i  is  greater  tlian  or  equal  to  10  and 
n  is  greater  than  or  equal  to  45-a 
0  otlierwise 
where  a  is  the  age  at  entry.  Next,  let  p'^(i)  be  the  probability  that  an 
employment  of  duration  i  years  at  working  age  n  will  continue  for  at 
least  one  additional  year.  Note  that  p'^(i)  are  complements  of  select 
termination  rates.  If  we  now  denote  by  w"(i,j),  the  probability  that  the 
current  employment  at  working  age  n  is  of  i  years  length  and  that  j  years 
have  been  vesting  in  previous  employments,  we  can  write: 

W"(i,j)  =w"~^(i-l,j)  p""^{i-l),  i=  2,3,. ..,n,  j=0,l,...,n 

W"(l,j)  =2   Vjn-l(i,j_hn-l(i)[i_pn-l(i)j^j^O^_^ri 
1=1 

These  relations  determined  the  probabilities  vf  (i,  j)  recursively  which 
in  turn  can  be  used  to  compute  the  distribution  Q^(  j)  of  career  quali- 
fying service  at  working  (or  retirement)  age  N  by: 

Q^(j)  =?  ,  W^(i,j-hN(i),  j=l,l...,N. 
1=1 

Under  the  abstraction  that  the  pension  is  wage  indexed  (i.e.,  ac- 
crued at  the  same  rate  as  the  rate  of  growth  of  the  average  wage)  qual- 
ifying service  at  retirement  can  be  regarded  as  pension  benefits  ex- 
pressed as  a  fraction  of  the  wage  at  retirement.  This  assumption  does 
not  hold  in  practice,  however,  and  the  above  model  should  be  converted 
to  that  of  pension  benefits.  This  conversion  is  trivial  in  flat  benefit 
plans.  It  can  also  be  carried  out  for  unit  benefit  and  money  purchase 
plans  by  appropriately  modifying  the  function  h"(i)  so  as  to  transform 
the  lengths  of  qualifying  service  to  pension  benefits,  taking  into  ac- 
count benefit  formulas,  benefit  levels,  wage  profiles,  and  wage  growth 
rates. 

In  unit  benefit  plans,  for  example,  pension  benefits  accruing  from 
an  employment  of  length  i  years  that  terminates  at  working  age  n  can  be 
expressed  as: 

^w,k^^^  "  k.h^(i).f(Wn_i^.l,Wj^_.^2"-"^n' 
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where  k  is  the  benefit  level  (usually  1  per  cent  to  2  per  oent),  w^  is 
the  wage  at  wDrking  age  j,  and  f  is  a  function  that  established  the  way 
in  which  career  wages  are  taken  into  account.  In  career-average- 
earnings  plans  f(Wn-i+l'^n-i+2'""^n^  ^  (^n-i+l'^n-i+2'*"- • -"^n^/^  ^'^  ^ 
final-wage  plans  f  (Wp_j^+]^Wj^_j^^2»' •  • /^n^  ~  '^n'  ^^^  several  other  possi- 
bilities and  practices  in  between  these  extremes.  The  wages  involved  may 
be  taken  as  unindexed  relative  wages  computed  from  Wj^=(l+g)"~'^,such  that 
Wjv=l,  where  g  is  the  growth  rate  of  the  average  wage  and  N  is  the  age  of 
retirement.  Or,  these  can  be  oanputed  from  Wj^=(l+g)'^  (1+r)  ",  as  the 
value  at  time  N  of  the  relative  wage  paid  at  time  n  if  it  were  indexed 
by  the  inflation  rate  r  from  time  n  to  time  N.  Wage  profiles  reflecting 
wage  differences  in  different  ages  can  also  be  incorporated. 

If  ws  replace  the  function  h'^(i)  in  the  expressions  presented  above 

n 
in  relation  to  qualifying  service  by  hZ  (i),  we  arrive  at  a  framework 

for  iiodelling  pension  benefits  at  retirement  as  a  percentage  of  the  wage 
in  tlie  year  preceding  retirement.  This  framework  represents  the  theoret- 
ical basis  for  the  benefit  and  oost  models  to  be  used  in  the  applica- 
tions reported  here.  Certain  aspects  of  the  methodology  are  covered  in 
more  detail  in  Y.  Balcer  and  I.  Sahin,  "Probabilistic  Models  for  Pension 
Benefits,"  Journal  of  Risk  and  Insurance,  46(1979),  pp.  99-123. 
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INTRODUCTION 

Ihe  question  of  whether  mandatory  retirement  based  exclusively  on 
age  ought  to  be  banned  receives  a  great  deal  of  current  attention.  The 
most  striking  characteristic  of  the  labour  force  behaviour  of  older 
workers  in  recent  years,  however,  has  been  a  continuing  trend  toward 
earlier  retirement.  Data  on  retirement  decisions  per  se  are  not  avail- 
able, but  existing  figures  on  labour  force  participation  rates  provide  a 
close  approximation.  These  data,  summarized  in  Table  1,  confirm  the 
steady  trend  toward  earlier  retirement  for  males  in  the  55-64,  65-69, 
and  over-70  age  categories.  For  feirales,  for  whom  tliere  has  been  a  dra- 
matic increase  in  participation  rates  as  a  whole  for  the  past  twenty 
years,  the  trend  toward  early  retirement  is  still  evident  in  the  65-69 
and  over-70  age  categories. 

The  purpose  of  this  report  is  to  highlight  the  major  economic  im- 
plications of  the  trend  toward  early  retirement,  particularly  as  they 
pertain  to  pension  planning.  The  report  is  organized  around  five  major 
topics : 

1.  analysis  of  the  trend  toward  earlier  retirement; 

2.  the  labour  market  implications  of  this  trend; 

3.  the  macroecononic  consequences  of  early  retirement; 

4.  the  inpact  of  the  trend  toward  early  retirement  on  the  design 
of  public  pension  plans;  and 

5.  the  impact  of  this  trend  on  the  design  of  employment  pension 
plans. 

The  Trend  Toward  Earlier  Retirement 

Analysis  of  this  trend,  in  both  Canada  and  the  United  States,  has 
focused  on  the  relative  importance  of  two  factors:  first,  the  health  of 
the  employee  as  he  approaches  v^at  may  be  termed  the  "normal"  retirement 
age  of  65;  and  second,  the  resources  that  he  has  available  to  finance 
his  retirement.  The  latter  consists  of  incone  frc«ti  public  pension  pro- 
grams, onployer-sponsored  and  other  private  pension  plans,  and  the  ac- 
cumulated value  of  other  prior  savings.  The  argument  that  health  of  the 
employee  is  a  crucial  factor  is  weakened  prima  facie  by  the  fact  that 
the  trend  toward  earlier  retirement  has  occurred  during  a  period  in 
which  life  expectancies  have  increased  and  the  delivery  of  health  ser- 
vices has  improved.  Further,  much  of  the  evidence  which  supports  this 
view  is  drawn  from  survey  responses,  in  which  individuals  are  more 
likely  to  give  socially  acceptable  reasons  for  early  retirement  such  as 
poor  health.  Formal  statistical  studies  of  the  labour  force  partici- 
pation behaviour  of  older  workers  in  the  United  States  assign  a  far 
greater  role  than  to  survey  techniques,  to  the  availability  of  public 
pensions  and  other  resources  necessary  to  finance  retirement. 
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Table  1 

Labour  Force  Participation  Rates,  Older  Males  and 

Females,  1961-1977{a) 


Participation  rate 

Males 

Females 

55-64 

65-69 

70+ 

55-64 

65-69 

70+ 

(Per 

cent) 

1961 

85.9 

50.4 

22.0 

24.6 

10.8 

3.8 

1962 

85.3 

49.2 

20.4 

25.2 

11.2 

3.4 

1963 

85.1 

45.0 

19.3 

26.1 

12.1 

3.4 

1964 

85.3 

47.1 

18.4 

27.2 

12.6 

3.8 

1965 

85.6 

46.0 

18.1 

28.6 

12.4 

3.4 

1966 

85.3 

46.7 

17.5 

30.2 

11.8 

3.5 

1967 

85.0 

45.7 

15.1 

30.3 

12.2 

3.4 

1968 

84.7 

44.1 

15.2 

30.8 

12.4 

3.4 

1969 

84.6 

41.3 

15.5 

32.1 

11.7 

2.9 

1970 

83.6 

37.5 

16.3 

31.6 

10.3 

2.9 

1971 

82.5 

32.8 

14.6 

32.8 

10.6 

2.9 

1972 

81.6 

31.1 

13.1 

31.5 

9.1 

2.5 

1973 

80.6 

30.6 

12.3 

32.9 

9.3 

2.4 

1974 

79.5 

30.0 

11.9 

31.5 

8.8 

2.4 

1975 

79.3 

29.9 

10.9 

30.7 

9.5 

2.3 

1976 

76.8 

25.4 

9.7 

32.0 

7.9 

2.1 

1977 

76.6 

25.1 

9.2 

32.2 

8.4 

2.0 

a  Annual  data  are  averages 

of  ninthly  rates 

froi 

Statistics 

Canada, 

The  Labour  Force,  with 

rate; 

prior  to  1976  converted  to  the  "new"  defini- 
tion, as  compiled  by  Burbidge  and  Robb  (1978). 

The  trend  toward  earlier  retirement  is  readily  explained  in  the 
traditional  work-leisure,  life-cycle  framework  employed  by  econanists  to 
analyze  labour  supply  decisions.  In  this  framework,  leisure  is  rec- 
ognized to  be  a  normal  good  whose  consumption  will  increase  as  the 
wealth  of  the  household  increases.  Rising  per  capita  incomes  over  time, 
together  with  the  expansion  of  institutionalized  retirement  incomes  in 
the  form  of  public  programs  such  as  QAS  and  CPP/QPP,  have  enabled  many 
Canadians  to  consume  more  leisure  in  the  form  of  earlier  retirement.  Of 
particular  importance  in  this  regard  has  been  the  facilitating  role  of 
public  policy.  Over  the  period  1966  to  1970,  eligibility  for  OAS  and 
GIS  was  gradually  reduced  from  age  70  to  65,  presumably  in  response  to 
public  pressure.  The  introduction  of  the  CPP/QPP,  together  with  the 
expansion  of  Cft.S  and  GIS  benefits,  created  intergenerational  transfers 
in  which  the  wealth  of  present  workers  increased  at  the  expense  of  fu- 
ture taxpayers.  These  intergenerational  wealth  transfers,  which  have 
undoubtedly  facilitated  the  earlier  retirement  of  rtany,  are  a  by-product 
of  the  pay-as-you-go  nature  of  these  public  programs.  Tax  or  contribu- 


210 


tion  rates  for  OAS/GIS  and  CPP/QPP  will  undoubtedly  have  to  increase  in 
the  years  ahead,  tlius  highlighting  the  fact  that  early  participants  in 
these  plans  receive  net  benefits  far  in  excess  of  their  contributions. 
Similar  arguments  hold  for  freely  available  or  subsidized  services  to 
the  elderly,  particularly  health  care,  which  are  financed  out  of  general 
tax  revenues  and  tlius  on  a  pay-go  basis.  In  short,  the  trend  toward 
earlier  retirement  -  as  more  individuals  use  tlieir  rising  real  incomes 
to  consume  greater  leisure  time  in  the  form  of  earlier  retirement  -  has 
undoubtedly  been  accelerated  by  public  policies  which  have  transferred 
additional  wealth  to  current  retirees  and  elderly  workers  from  future 
taxpayers . 

The  logic  of  searching  for  the  causes  of  tlie  trend  toward  earlier 
retirement  is  to  help  predict  v^etlier  or  not  tliis  trend  will  continue. 
To  the  extent  that  tlie  current  trend  is  in  part  a  manifestation  of  pub- 
lic policy,  there  also  remains  the  possibility  of  using  policy  levers  to 
slow  or  even  reverse  it  if  so  desired.  Although  the  issue  is  open  to 
some  debate,  the  consensus  view  appears  to  be  that  -  in  the  absence  of 
major  changes  in  the  age  of  entitlement  to  public  programs  and  subsidies 
targeted  to  the  aged  -  the  trend  will  continue,  at  least  for  a  while. 
Denton  and  Spencer  (1978),  in  a  background  study  prepared  for  the 
Econonic  Council  of  Canada,  make  what  appears  to  be  a  representative  set 
of  projections.  For  males  aged  55-64,  they  project  a  drop  fron  the  1977 
participation  rates  of  76.6  per  cent  to  74.5  and  70.0  per  cent  respec- 
tively, in  1981  and  1991.  For  males  aged  65-69,  the  corresponding  fig- 
ures are  from  25.1  to  21.9  and  15.0  per  cent  respectively.  For  females 
aged  55-64,  Denton  and  Spencer  project  a  modest  increase  from  32.2  per 
cent  in  1977  to  34.0  per  cent  by  1991.  For  females  aged  65-69,  they 
project  a  decline  during  this  period  from  8.4  to  5.0  per  cent.  As  a 
working  approximation,  Denton  and  Spencer  assume  that  these  participa- 
tion rates  stabilize  after  1991. 

Given  first,  the  projected  rise  in  per  capita  incomes  in  the  years 
ahead  and  second,  the  ireturing  of  both  the  CPP/QPP  and  many  employer- 
sponsored  pension  plans,  the  continuance  of  the  trend  toward  earlier 
retirement  is  likely.  Working  in  the  opposite  direction,  although  not 
likely  to  reverse  the  trend,  is  the  fact  that  the  intergenerational 
wealth  transfers  associated  with  the  public  programs  will  decrease 
sharply  over  time,  especially  for  middle-  and  upper-income  Canadians. 
In  another  background  study  for  the  Economic  Council  of  Canada,  Rea 
(1978)  assesses  the  net  benefits  (the  present  value  of  future  benefits 
less  the  present  value  of  future  contributions  and  the  accumulated  value 
of  prior  contributions)  of  CftS/GIS  and  CPP/QPP  by  income  class  and  age 
cohort.  Assuming  first  that  contribution  rates  to  the  CPP/QPP  are  not 
raised  until  the  fund  is  exhausted  in  2007,  and  are  set  at  pay-as-you-go 
rates  thereafter,  and  second,  that  a\S/GIS  benefits  are  financed  from 
personal  incone  taxes,  Rea  contrasts  the  net  benefits  to  today's  older 
workers  (the  1925-29  cohort)  with  those  to  new  entrants  to  the  labour 
force  (the  1960-64  cohorts).  For  the  older  workers,  averaged  over  all 
income  classes,   net  benefits   (in  thousands  of  1977   dollars)    per  worker 
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equalled  $9,300  from  CPP/QPP  and  $3,700  from  OAS/GIS  for  a  total  of 
$13,000.  For  the  new  entrants,  however,  net  benefits  per  worker 
equalled  $7,450  frcm  CPP/QPP  and  minus  $4,760  from  OAS/GIS,  for  a  net 
total  of  only  $2,690.  The  net  benefits  to  the  older  cohort  of  OAS/GIS 
are  higher  if  these  benefits  in  fact  turn  out  to  be  more  closely  indexed 
to  wages  than  to  prices  (i.e.,  via  subsequent  liberalization  of  bene- 
fits), and  the  net  costs  to  the  younger  cohorts  are  higher  as  well. 
While  these  figures  are  contingent  upon  a  specific  set  of  underlying  as- 
sumptions, they  suffice  to  make  the  basic  point.  The  net  intergenera- 
tional  wealth  transfer  that  has  facilitated  the  trend  toward  earlier  re- 
tirement of  current  workers  will  fall  sharply  for  younger  cohorts,  thus 
removing  one  force  that  facilitated  the  decision  by  many  to  opt  out  of 
the  labour  force  at  progessively  younger  ages. 

On  balance,  the  projected  continuance  of  the  trend  toward  earlier 
retirement  -  at  least  for  another  decade  -  appears  likely.  Given  the 
existence  of  significant  numbers  of  workers  (as  evidenced  by  selective 
contract  negotiations  in  the  mining,  autorxDbile,  and  other  industries) 
who  would  opt  for  early  retirement  if  their  financial  circumstances  per- 
mitted, rising  real  incones  -  and  the  probable  willingness  of  some  work- 
ers to  devote  a  larger  fraction  of  their  total  ccmpensation  to  deferred 
wages  (pensions)  -  should  facilitate  this  development.  As  noted  else- 
where by  the  present  author  (Pesando  1979),  there  does  not  appear  to  be 
a  very  high  probability  that  the  net  trend  toward  lower  participation 
rates  by  older  v\X3rkers  will  be  reversed  if  mandatory  retirement  based 
exclusively  on  age  is  banned.  Since  leisure  appears  to  be  a  normal  good 
whose  consumption  increases  with  household  wealth,  there  remains  the 
possibility  that  the  increased  demand  for  leisure  may  take  the  form  of 
longer  vacations,  reduced  length  of  the  work  week  or  the  like  rather 
than  earlier  retirement  per  se.  Although  this  may  well  turn  out  to  be 
true,  in  vvdiich  case  the  trend  toward  earlier  retirement  might  be  slowed 
or  even  reversed,  such  speculation  and  subsequent  analysis  are  beyond 
the  scope  of  the  present  report. 

Labour  Market  Inplications 

As  noted,  the  fundamental  implication  of  the  trend  toward  earlier 
retirement  is  the  attendant  reduction  in  the  labour  force  participation 
rates  of  older  workers,  \^ich  cet.  par,  reduces  the  supply  of  labour  for 
the  econoTiy  as  a  v\^ole.  From  the  long-run  perspective  of  models  of  eco- 
nanic  growth,  in  vrtiich  full  enployment  of  the  labour  force  is  presumed, 
the  unambiguous  implication  is  that  the  trend  toward  earlier  retirement 
will  reduce  both  the  level  and  rate  of  growth  of  real  output  or  GNP. 
This  concern  is  treated  at  greater  length  in  the  analysis  of  the  macro- 
econonic  inplications  of  the  trend  toward  earlier  retirement. 

From  the  short-run  perspective  of  an  economy  characterized  by 
"high"  unemployment,  is  there  not  some  advantage  cet.  par,  in  the  lower 
participation  rates  of  older  workers?  This  question  invites  the  follow- 
ing observations:  At  present,  the  unerrployment  rate  in  Canada  stands  at 
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7.7  per  cent,  and  is  disproportionately  high  anxDng  younger  workers.  Tlie 
significance  of  this  figure  is  linked  ultimately  to  the  full  employment 
target  for  the  Canadian  economy.  Given  the  inevitable  presence  of 
structural  unemployment  (the  job  skills  and  geographic  location  of  the 
unemployed  do  not  match  those  that  are  required  in  available  job  open- 
ings) and  frictional  unemployment  (there  are  always  some  workers  who  are 
between  jobs  either  by  choice  or  in  response  to  the  inevitable  shifts  in 
the  conposition  of  demand  across  industries),  together  with  institu- 
tional constraints  such  as  minimum  wage  laws  which  impede  the  operation 
of  the  market  economy,  the  Canadian  economy  is  simply  not  capable  of 
achieving  a  very  low  rate  of  unemployment.  Although  there  is  no  agree- 
ment on  this  issue,  a  majority  view  among  economists  is  that  an  appro- 
priate full-employment  target  for  Canada  is  an  aggregate  unemployment 
rate  of  5.5  to  6.0  per  cent.  This  rate  is  higher  than  that  envisioned  a 
decade  ago,  in  large  part  due  to  the  liberalization  of  unemployment  in- 
surance benefits  together  with  the  very  rapid  increase  in  the  labour 
force  associated  with  the  higher  participation  rates  of  women  and  the 
maturing  of  the  baby  boom  generation.  The  point,  of  course,  is  that  the 
target  for  the  aggregate  unemployment  rate  must  be  specified  before  one 
can  assess  the  magnitude  of  any  potential  reduction  in  the  current  un- 
employment rate.  The  fact  that  the  number  is  probably  less  than  2  per 
cent,  rather  than  the  larger  figures  that  are  sometimes  cited,  places  an 
important  perspective  on  the  present  issue. 

■Rius,  even  if  the  jobs  characteristically  held  by  older  workers 
could  be  easily  and  rapidly  filled  by  younger  workers,  the  scope  for  re- 
lief fran  high  youth  unemployment  is  not  necessarily  large.  Of  equal 
importance,  the  labour  force  characteristics  of  workers  aged  65  and  over 
differ  sufficiently  fran  those  of  the  labour  force  as  a  v^ole  to  suggest 
that  their  retirement  would  not  translate  into  a  comparable  number  of 
job  openings  for  younger  workers.  Almost  30  per  cent  of  workers  aged  65 
and  over  are  either  self-employed  or  employers,  carpared  to  only  8.2  per 
cent  for  the  labour  force  as  a  v^ole.  Over  25  per  cent  of  male  workers 
aged  65  and  over  are  involved  in  farming,  horticultural,  and  animal  hus- 
bandry, compared  to  only  6  per  cent  for  male  workers  as  a  whole.  The 
incidence  of  part-time  work  is  also  much  higher  among  workers  aged  65  or 
older.  In  1977,  for  example,  23  per  cent  of  males  aged  65  or  over  were 
enployed  on  a  part-time  basis,  compared  to  only  3  per  cent  of  those  aged 
55-64.  The  higher  incidence  of  part-time  work  again  lowers  the  likeli- 
hood that  the  trend  toward  earlier  retirement  -  especially  among  those 
who  would  otherwise  work  beyond  the  normal  retirement  age  of  65  -  will 
create  a  significant  number  of  job  opportunities  for  younger  workers. 
Finally,  given  the  widespread  recognition  that  the  labour  force  growth 
in  Canada  will  begin  to  slow  sharply  in  the  mid-1980s,  there  is  little 
reason  fran  the  employment  side  to  take  solace  from  the  probable  contin- 
uance of  the  trend  toward  earlier  retirement. 

To  the  extent  that  this  trend  continues,  and  given  the  preferential 
treatment  in  most  defined  benefit  plans  to  long-standing  employees, 
there  might  cet.  par,  be  a  reduction  in  the  mobility  of  labour,  especi- 
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ally  aiTong  those  v\^o  would  contemplate  earlier  retirement.  From  this 
perspective,  there  may  develop  greater  public  pressure  to  increase  the 
portability  of  pension  benefits,  liberalize  vesting  requirements,  and 
extend  protection  against  cost-of-living  increases  in  enployment  pension 
plans.  As  Pesando  and  Rea  (1977)  emphasize,  however,  the  observer  must 
not  forget  that  delayed  vesting  and  other  impediments  to  labour  mobility 
implicit  in  many  such  plans  are  effectively  designed  to  help  employers 
retain  skilled  employees  and  to  reduce  costly  turnover.  Their  elimina- 
tion, in  turn,  is  likely  to  lead  firms  to  use  alternative  devices  (wage 
scales  more  steeped  with  respect  to  years  of  service,  longer  vacations 
tied  to  years  of  service,  and  so  on)  to  reduce  cet.  par,  what  would 
otherwise  be  an  increase  in  labour  mobility. 

Finally,  to  the  extent  that  a  reversal  of  the  trend  toward  earlier 
retirement  is  felt  to  be  desirable  from  the  viewpoint  of  public  policy, 
there  obviously  exist  a  number  of  manpower  policies  that  the  government 
could  promote.  The  most  obvious  would  be  policies,  including  potential 
subsidies,  to  encourage  workers  to  provide  more  flexibility  (for  exam- 
ple, in  terms  of  hours)  and  thus  promote  a  more  gradual  transition  from 
full-time  work  to  retirement. 

The  Macroeconomic  Impact 

As  noted,  economists  prefer  to  analyze  the  retirement  decisions  in 
terras  of  the  work-leisure,  consumption-savings  decisions  implicit  in 
life-cycle  models  of  household  behaviour.  To  the  extent  that  rising  per 
capita  inccanes  lead  households  to  consume  more  leisure  in  the  form  of 
earlier  retirement,  this  result  and  its  macroeconomic  consequences  can 
be  labelled  as  neither  good  nor  bad  from  the  viewpoint  of  valuing  the 
right  of  individuals  to  make  their  own  decisions,  given  the  rules  of  the 
game.  To  the  extent  that  intergenerational  wealth  transfers  formalized 
in  public  programs  to  provide  incone  security  to  the  aged  have  facili- 
tated this  trend,  however,  there  may  remain  some  concern  that  such  pub- 
lic policies  might  need  to  be  rethought.  If  the  original  decision  had 
been  to  fully  fund  the  CPP/QPP,  for  example,  the  implication  is  cet. 
par,  that  the  trend  toward  earlier  retirement  would  have  slowed.  At  the 
same  time,  the  political  pressure  to  implement  programs  which  entail 
such  intergenerational  transfers  is  quite  predictable,  an  issue  which 
arises  later  in  the  discussion  of  the  design  of  public  programs. 

In  general,  the  reduction  in  the  effective  supply  of  labour  associ- 
ated with  earlier  retirement  will  cet.  par,  reduce  both  the  level  and 
rate  of  growth  of  real  output  (GNP).  This  reduction,  for  given  tax 
rates,  will  imply  lower  tax  revenues  than  would  otherwise  be  the  case. 
If  households  decide  to  work  less  and  to  consume  more  leisure  in  the 
form  of  earlier  retirement,  and  if  they  plan  to  reduce  their  consumption 
in  their  pre-retirement  as  well  as  in  their  post-retirement  period,  then 
they  must  save  more  during  their  work  lives  to  finance  the  selected 
standard  of  living  in  their  longer  retirement  period.  If  so,  the  trend 
toward  earlier  retirement  should  be  accompanied   by  an   increase   in   the 
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personal  savings  rate,  at  least  until  participation  rates  settle  at 
their  new  long-term  levels.  Any  increase  in  saving  cet.  par,  is  likely 
to  lead  to  an  outflow  of  capital  from  Canada,  thus  placing  downward 
pressure  on  the  foreign  exchange  value  of  the  Canadian  dollar.  (The 
resulting  increase  in  tlie  trade  balance,  as  exports  rise  and  imports 
fall,  is  tlie  counterpart  to  the  rise  in  the  savings  rate.  Note  that  an 
increase  in  the  trade  balance  offsets  the  decline  in  consumption,  so 
that  total  demand  for  goods  and  services  produced  in  Canada  -  and  hence 
employment  -  does  not  decline.)  The  important  point  is  that  since 
Canada  is  a  small,  open  economy  which  is  closely  tied  to  the  United 
States  in  particular,  any  increase  in  personal  saving  is  not  likely  to 
significantly  reduce  interest  rates  and  thus  serve  as  a  stimulus  to  real 
capital  expenditures  in  Canada.  To  the  extent  that  interest  rates  begin 
to  fall,  certain  transactors  who  are  sensitive  to  interest  differentials 
would  withdraw  their  funds  from  the  Canadian  capital  market  in  search  of 
higher  yields  in  the  United  States  and  elsewhere.  In  so  doing,  their 
behaviour  will  tend  to  reverse  any  decline  in  Canadian  interest  rates. 
As  a  result,  there  is  not  likely  to  be  a  major  stimulus  to  real  invest- 
ment spending  by  Canadian  firms  in  response  to  any  increased  personal 
saving,  and  thus  no  offset  to  the  reduction  in  the  rate  of  growth  of  the 
Canadian  econon^  associated  with  the  trend  to  earlier  retirement.  At 
the  same  time,  it  is  wortliwhile  to  note  that  the  counterpart  to  this  re- 
sult is  that  pension  fund  nnnagers  need  not  worry  that  such  an  increase 
in  personal  saving  would  significantly  reduce  the  returns  available  on 
their  traditional  investment  outlets. 

To  the  extent  that  workers  opt  for  reduced  consumption  in  favour  of 
greater  saving  or  finance  their  extended  retirement  years,  is  there 
likely  to  be  downward  pressure  on  the  rate  of  inflation  in  Canada?  This 
speculation,  perhaps  unfortunately,  has  little  merit.  Econanists  agree 
that  the  long-term  rate  of  inflation  is  determined  by  the  rate  of  growth 
of  the  money  supply,  less  the  rate  of  growth  of  real  output.  If  the 
Bank  of  Canada  pursued  the  same  monetary  policy  (i.e.,  permitted  the 
same  long-term  rate  of  growth  of  the  money  supply) ,  the  rate  of  infla- 
tion -  ignoring  tlie  second-order  effects  on  the  rate  of  growth  of  real 
output  arising  from  lower  participation  rates  of  older  workers  -  would 
be  the  same.  Hence  one  cannot  associate  a  potential  increase  in  the 
personal  savings  rate,  a  logical  consequence  of  the  decision  by  more 
households  to  opt  for  a  longer  retirement  period,  with  downward  pressure 
on  the  rate  of  inflation  in  Canada  in  the  years  ahead. 

To  sum  up,  the  major  macroeconcmic  consequence  of  the  continuing 
trend  toward  earlier  retirement  is  a  decline  in  both  the  level  and  the 
rate  of  growth  of  potential  output.  This  decline,  in  turn,  implies  a 
reduction  in  the  tax  base,  and  is  likely  to  be  accompanied  by  an  in- 
crease in  the  personal  savings  rate  until  participation  rates  settle  at 
their  new  long-term  levels.  (Such  an  increase  in  savings  rates  would 
not  occur  only  if  (a)  households  intended  to  finance  longer  retirement 
periods  with  reduced  amounts  of  accumulated  savings,  \^ich  would  inply  a 
lower  planned  standard  of  living  during  retirement  and/or  (b)  households 
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did  not  reduce  tJieir  level  of  consumption  during  their  work  years  on  the 
assunption  that  increased  -  perhaps  income-tested  -  wealth  transfers 
from  public  programs  during  their  retirement  years  would  enable  them  to 
maintain  a  satisfactory  standard  of  living.)  Note  also  that  any  in- 
crease in  the  desire  to  save  in  order  to  finance  a  longer  retirement 
period  may  increase  the  demand  for  institutionalized  savings,  perhaps  in 
the  form  of  employment  pension  plans. 

The  final  and  important  issue  relates  to  the  quantitative  impor- 
tance of  the  effects  identified  above.  The  following  calculation  pro- 
vides some  perspective  on  this  question.  In  1961,  the  participation 
rate  of  men  aged  55-64  was  85.9  per  cent,  and  this  rate  fell  in  the  en- 
suing fifteen  years  to  76.8  per  cent  in  1976.  If  the  participation  rate 
for  this  group  had  not  declined,  the  participation  rate  would  have  been 
9.1  percentage  points  higher  in  1976.  Since  there  were  928,000  men  aged 
55-64  in  the  labour  force  in  1976,  these  figures  translate  into  a  poten- 
tial increase  in  the  labour  force  of  84,400.  Since  the  total  labour 
force  in  1976  was  10.23  million,  this  amounts  to  a  potential  increase  in 
the  labour  force  of  .82  per  cent.  Since  labour's  share  of  national  in- 
come is  about  70  per  cent,  the  .82  per  cent  increase  in  the  labour  force 
corresponds  to  a  .57  per  cent  increase  in  potential  output.  If  this 
same  calculation  were  applied  to  men  aged  65-69  and  70  and  over,  the 
figure  would  of  course  be  higher. 

To  push  this  example  further  would  require  assumptions  about  the 
productivity  of  older  workers  versus  the  national  average,  the  relative 
incidence  of  part-time  to  full-time  work  in  the  older  age  groups  versus 
the  labour  force  as  a  v\rf-iole,  and  more  age-specific  participation  rates 
than  are  compiled  by  Statistics  Canada.  A  crude  approximation,  based  on 
the  spirit  of  the  above  calculations,  is  that  potential  output  -  and 
hence  the  standard  of  living  -  in  Canada  would  have  been  one  per  cent 
higher  in  1976  if  there  had  been  no  trend  toward  earlier  retirement 
since  1961.  To  the  extent  that  this  trend  continues,  the  fall  in  poten- 
tial output  will  clearly  increase  in  the  years  ahead.  The  decline  in 
potential  output,  and  hence  in  the  aggregate  standard  of  living,  is  the 
inescapable  by-product  of  the  decision  by  housholds  to  work  less  and 
thus  enjoy  more  leisure. 

Inpact  on  the  Design  of  Public  Programs 

There  is  little  doubt  that  the  intergenerational  wealth  transfers 
implicit  in  the  pay-go  nature  of  CPP/QPP  and  OAS  have  facilitated  the 
decision  by  many  Canadian  workers  to  cpt  for  earlier  retirement.  At  the 
same  time,  the  inccme-tested  nature  of  CIS  and  the  various  provincial 
supplements  serves  as  a  tax  on  the  earnings  of  low-inccme  households  and 
thus  cet.  par,  provides  incentives  to  earlier  retirement  for  those  who 
might  otherwise  work  beyond  the  entitlement  age  of  65.  (In  British 
Columbia,  the  provincial  supplement,  GAINS,  provides  benefits  on  an 
income- tested  basis  at  age  60.) 
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ITiere  is  also  little  doubt  that  current  and  prospective  retirees 
will  continue  to  press  for  the  liberalization  of  OAS/GIS  and  CPP/QPP 
benefits,  on  the  presunption  that  the  main  burden  of  these  costs  will 
pass  to  the  next  generation  of  workers.  In  short,  prospective  retirees 
will  seek  further  inter-generational  wealth  transfers,  in  part  to  facil- 
itate the  desire  of  many  to  retire  at  an  earlier  age.  The  request  that 
the  age  of  entitlement  to  both  CftS/GIS  and  CPP/QPP  be  reduced  is  easily 
foreseen.  Suppose,  for  example,  that  the  age  of  entitlement  were  re- 
duced without  restriction  to  age  60.  There  are  two  distinct  avenues 
through  which  the  effective  cost  or  tax  burden  of  this  change  would  be 
felt.  First,  if  household  retirement  decisions  were  unaffected,  the 
costs  -  and  hence  the  necessary  change  in  tax  rates  -  could  be  calcu- 
lated in  a  straightforward  fashion.  In  fact,  however,  additional  work- 
ers would  use  tlieir  increased  wealth  to  opt  for  greater  leisure  and  ear- 
lier retirement.  As  a  result,  the  effective  labour  supply  would  fall 
and  both  potential  output  and  the  tax  base  would  contract  accordingly. 
As  a  result  of  this  second  channel,  the  increase  in  tax  rates  or  the  tax 
burden  inplied  by  the  reduction  in  the  entitlement  age  would  be  magni- 
fied. The  costs  arising  from  the  first  channel  are  easy  to  establish. 
Itiose  frcxn  the  second  are  not,  given  the  absence  of  precise  estimates  of 
how  individual  retirement  decisions  respond  to  such  enabling  wealth 
transfers.  The  crucial  point  is  that  careful  studies  by  Pellechio 
(1979)  and  others  with  U.S.  data  have  unambiguously  established  the  fact 
that  an  increase  in  the  present  value  of  social  security  entitlements 
serves  cet.  par,  to  encourage  workers  to  retire  at  an  earlier  age.  Al- 
though the  application  of  the  U.S.  experience  to  Canada  merits  quali- 
fication in  view  of  the  fact  that  social  security  benefits  are  income 
tested,  there  can  be  little  doubt  that  the  basic  result  is  true  in 
Canada  as  well. 

In  view  of  the  obvious  costs  of  a  reduction  in  the  age  of  entitle- 
ment under  public  programs  v^ich  provide  retirement  incanes,  some  propo- 
nents of  this  view  will  undoubtedly  suggest  that  this  burden  be  reduced 
by  income- testing  OAS  and  perhaps  CPP/QPP  benefits.  Such  changes  would, 
however,  unambiguously  serve  to  discourage  work  by  those  beyond  the 
basic  age  of  entitlement,  a  result  borne  out  by  repeated  studies  in  the 
United  States.  Not  only  would  the  resulting  incentives  serve  to  encour- 
age retirement  at  the  now  younger  age  of  entitlement,  but  they  are  also 
likely  to  reduce  the  labour  force  participation  of  tliose  who  would  oth- 
erwise work  beyond  the  age  of  entitlement  under  the  existing  scheme. 
This  reduction  in  work  translates,  in  turn,  into  a  lower  tax  base  to 
which  benefit  payments  are  ultimately  tied.  Economists  in  the  United 
States  favour  the  abolition  of  the  incone  test  en  social  security  bene- 
fits as  a  means  of  encouraging  tliose  aged  65  or  above  to  remain  in  the 
labour  force.  A  "package"  in  Canada  which  would  attempt  to  reduce  the 
cost  of  lowering  the  age  of  entitlement  to  public  programs  by  introduc- 
ing an  earnings  test  for  OAS  or  CPP/QPP  would  be  very  unattractive  in- 
deed. Note  that  an  analogous  result  obtains  if  a  retirement  rather  than 
an  income  test  is  placed  on  the  benefits  frcxn  these  programs. 
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In  view  of  t±ie  obvious  cost  effects  of  a  nove  to  unreduced  benefits 
at  an  earlier  age,  effects  whose  importance  is  magnified  by  emerging 
demographic  trends,  there  remains  the  question  of  whether  actuarially 
reduced  benefits  fran  OAS  and  CPP/QPP  should  be  made  available  to  those 
who  would  cpt  for  earlier  retirement.  In  principle,  the  costs  of  these 
programs  would  remain  unaffected  if  the  actuarial  reductions  were  appro- 
priate. In  fact,  the  existence  of  inccme- tested  programs  (GIS  and  the 
various  provincial  supplements)  would  guarantee  that  the  total  costs  of 
public  programs  to  provide  inccane  for  the  aged  would  increase.  Actuari- 
ally adjusted  (that  is,  lower)  benefits  from  OAS  and  CPP/QPP  would  imply 
that  a  larger  number  of  Canadians  would  qualify  for  income- tested  ben- 
efits. The  costs  of  these  benefits,  also  financed  on  a  pay-go  basis, 
would  again  assume  greater  importance  in  view  of  the  substantial  in- 
crease in  the  pensioner  ratio  that  will  occur  in  the  years  ahead.  There 
also  exists  the  possibility  of  allowing  Canadians  to  obtain  actuarially 
increased  OAS  and  CPP/QPP  benefits  if  they  choose  to  postpone  the  ini- 
tial receipt  of  benefits.  The  attractiveness  of  this  option  would  re- 
late to  the  tax  consequences  of  postponing  these  benefits  and  might 
appeal  to  those  who  choose  to  work  beyond  age  65  and  would  like  to  take 
advantage  of  the  resulting  income  averaging.  This  option,  if  desired, 
would  appear  more  reasonable  than  its  counterpart,  although  it  is  not 
clear  tliat  there  would  be  much  demand  for  it.  At  the  same  time,  it 
could  serve  to  signal  to  employers  and  onployees  alike  that  a  comparable 
adjustment  might  be  appropriate  for  employer-sponsored  defined  benefit 
plans.  To  the  extent  that  workers  at  present  receive  no  such  adjustment 
if  they  opt  for  delayed  retirement,  a  disincentive  to  work  beyond  the 
normal  retirement  age  in  these  plans  might  be  eliminated.  (See  Pesando 
[1979]  for  a  fuller  discussion  of  this  issue.) 

Although  much  of  the  prior  discussion  has  focused  on  the  possible 
reduction  in  the  age  of  entitlement  under  public  programs,  the  fact  that 
any  enrichment  in  benefits  without  a  ocsnmensurate  increase  in  costs  to 
active  workers  (and  thus  prospective  retirees)  will  serve  as  a  catalyst 
toward  earlier  retirement  must  be  emphasized.  At  present,  OAS/GIS  and 
CPP/QPP  benefits  are  all  indexed  to  the  price  level,  so  that  their  real 
value  will  not  be  arbitrarily  reduced  by  inflation.  There  exists  the 
likelihood  tliat  many  will  press  for  the  wage  indexation  of  these  bene- 
fits, so  that  retirees  can  "share"  the  benefits  of  rising  labour  produc- 
tivity. To  the  extent  that  such  liberalization  takes  place,  either  con- 
tractually or  on  the  basis  of  ad  hoc  adjustments,  the  rise  in  benefits 
is  again  tantamount  to  a  wealth  transfer  and,  based  on  available  evi- 
dence and  analysis,  will  serve  to  encourage  earlier  retirement. 

The  question  of  vr*iether  to  wage  index  the  benefits  of  the  public 
programs  draws  attention  again  to  a  final  and  crucial  issue:  what  are 
the  implications  for  tax  burden  of  future  workers  of  the  present  benefit 
and  contribution- tax  structure,  and  will  this  tax  burden  ultimately 
jeopardize  the  delivery  of  the  benefits  so  premised?  As  is  well  known 
(see,  for  example,  Pesando  and  Rea  [1977]),  the  pensioner  ratio  will  in- 
crease sharply  after  the  turn  of  the  century,  raising  the  question  of 
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whether  future  workers  will  accept  the  higher  tax  burden  implicit  in  the 
pay-go  funding  of  the  public  plans.  Some  have  noted  that  there  will  be 
a  decline  in  ratio  of  those  under  age  14  to  the  active  work-force  -  thus 
providing  some  relief,  since  the  dependency  ratio  will  rise,  if  at  all, 
by  considerably  less  than  the  pensioner  ratio.  In  fact,  however,  there 
is  little  relief  in  these  figures,  since  per-person  government  expend- 
itures are  from  2  1/2  to  3  times  greater  for  older  dependents  than  for 
youths.  Further,  any  potential  cost  saving  implicit  in  the  decline  in 
the  ratio  of  young  dependents  is  likely  to  be  difficult  to  realize,  as 
those  sectors  with  declining  constituencies  seek  to  prevent  the  transfer 
of  resources  away  fron  them.  Note,  for  example,  the  predictable  attempt 
by  educators  to  maintain  their  relative  claim  on  public  funds  in  spite 
of  the  current  and  continuing  decline  in  enrolment. 

The  potential  importance  of  the  rising  share  of  GNP  to  be  devoted 
to  supporting  the  elderly  must  be  kept  in  perspective,  Rea  (1978)  cal- 
culates that  the  ratio  of  public  expenditures  on  incone  support  for  the 
aged  will  rise,  on  the  assumption  that  OAS/GIS  benefits  increase  with 
average  incc«nes,  from  about  4  1/2  per  cent  of  aggregate  earnings  (about 
3  per  cent  of  C3QP)  in  1980  to  8  1/2  per  cent  of  aggregate  earnings  by 
2030.  Although  this  potential  increase  is  significant,  it  is  not  of  the 
disaster  proportions  that  some  observers  have  intimated.  None  the  less, 
it  draws  attention  to  the  increased  tax  rates  for  future  generations  im- 
plicit in  the  pay-go  funding  of  these  public  programs,  and  suggests  cau- 
tion in  any  proposed  initiative  to  liberalize  their  benefits. 

Inpact  on  the  Design  of  Eitployment  Pension  Plans 

If  early  retirement  options  in  these  plans  are  provided  without  an 
appropriate  actuarial  reduction  in  the  value  of  benefits,  then  two  is- 
sues immediately  arise.  First,  contribution  rates  for  the  plan  must  in- 
crease to  cover  the  actuarial  increase  in  costs,  v^ich  implies  the  more 
rapid  accumulation  of  funds  and  cet.  par,  an  increase  in  saving  in  the 
form  of  institutionalized  pension  arrangements.  The  consequences  of  an 
increase  in  savings  have  been  discussed  as  part  of  the  macroeconomic  im- 
pact and  do  not  bear  repeating.  Higher  saving  in  this  form,  if  not  off- 
set elsewhere  by  a  reduction  in  discretionary  saving,  simply  reflects 
the  requirement  that  households  save  a  larger  fraction  of  their  labour 
incone  in  order  to  finance  a  longer  retirement  period.  Second,  since 
the  costs  of  the  plan  will  increase,  there  arises  the  question  of  cost 
incidence.  Who  will  ultimately  bear  the  cost  of  the  higher  contribution 
rates  if  more  employees  begin  to  opt  for  early  retirement  -  either  uni- 
laterally or  with  mutual  consent  of  the  employer? 

The  crucial  point  to  recognize  is  that  if  total  costs  of  the  plan 
increase  due  to  the  introduction  of  early  retirement  options  and  the 
contribution  rates  paid  by  employees  do  not  increase,  it  does  not  follow 
that  the  incidence  of  the  higher  costs  falls  on  the  employer.  To  the 
extent  that  the  effective  increase  in  pension  entitlements  or  deferred 
wages  is  offset  by  reductions  in  other  components  of  the  total  ccmpensa- 
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tion  package  relative  to  v\^at  otherwise  would  have  occurred,  the  inci- 
dence of  these  higher  costs  falls  on  the  employee.  Formal  evidence 
showing  the  ultimate  incidence  of  the  costs  of  such  enrichments  on  the 
deferred  conponent  of  the  compensation  package  is  difficult  to  pinpoint, 
either  theoretically  or  empirically.  A  study  of  the  incidence  of  social 
security  taxes  in  the  United  States  by  Brittain  (1972)  suggested  that 
the  incidence  of  this  payroll  tax  fell  entirely  on  employees,  which  is 
to  be  expected  if  the  supply  of  labour  is  unaffected  by  the  tax.  Other 
studies,  including  ttiat  of  Ehrenberg  (1977),  provide  strong  support  for 
the  hypothesis  that  employees  v^^o  receive  more  generous  pension  benefits 
cet.  par,  receive  lower  current  wges.  In  short,  there  is  both  direct 
and  indirect  evidence  that  employees  ultimately  bear  a  large  portion  of 
any  such  increase  in  costs.  One  certainly  cannot  conclude  that  onployer 
costs  rise  dollar  for  dollar  with  each  increase  in  the  value  of  pension 
benefits.  From  the  perspective,  any  increase  in  the  number  of  plan 
sponsors  who  provide  early  retirement  options  without  actuarially  re- 
duced benefits  must  reflect  -  at  least  in  part  -  the  tacit  agreement  of 
workers  to  receive  a  larger  fraction  of  their  total  compensation  package 
in  the  form  of  deferred  wages. 

If  early  retirement  options  become  more  widespread,  then  a  number 
of  other  issues  should  be  noted.  First,  the  cross-subsidies  implicit  in 
defined  benefit  plans  are  likely  to  be  attenuated,  as  those  who  opt  for 
early  retirement  cet.  par,  earn  a  higher  implicit  rate  of  return  on 
their  explicit  or  implicit  pension  contributions.  Second,  such  a  trend 
is  likely  to  be  accompanied  by  increased  political  pressure  to  lower  the 
age  of  entitlement  to  public  pension  programs  to  enable  workers  to  take 
advantage  of  the  retirement  options  in  their  employer-sponsored  plans. 
At  present,  for  exairple,  some  ertployers  provide  "bridge"  payments  to  en- 
ployees  who  retire  before  the  age  of  65  and  are  thus  not  immediately  el- 
igible for  OAS  and  CPP/QPP  benefits.  The  need  for  such  payments  simply 
anticipates  the  potential  pressure  for  a  lowering  of  the  entitlement  age 
in  public  programs.  (At  the  same  time,  it  should  be  noted  that  a  reduc- 
tion in  this  age  of  entitlement  would  reduce  the  pressure  on  employers 
to  offer  unreduced  benefits  to  those  v\^o  opt  for  early  retirement  under 
their  plans.)  Third,  the  availability  of  unreduced  benefits  imposes  an 
effective  tax  on  the  earnings  of  those  employees  who  do  not  opt  for 
early  retirement.  This  incentive,  of  course,  serves  cet.  par,  to  dis- 
courage work  by  those  vho  have  reached  the  age  at  v^ich  unreduced  bene- 
fits become  available.  (In  defined  benefit  plans,  earlier  retirement 
cet.  par,  is  likely  to  imply  a  reduced  pension  since  the  number  of  years 
of  pensionable  service  will  be  less.  None  the  less,  as  can  easily  be 
shown,  the  present  value  at  the  actual  time  of  retirement  of  these  re- 
duced benefits  exceeds  the  present  value  at  this  same  time  of  the  higher 
benefits  that  would  be  payable  if  the  onployee  worked  until  he  reached 
the  normal  retirement  age  under  the  plan.  This  higher  present  value  is, 
of  course,  the  actuarial  increase  in  costs  associated  with  an  employee 
opting  for  early  retirement.)  This  observation  invites  the  question  of 
whether  ertployers  are  initiating  early  retirement  options  -  or  are  more 
willing  to  accept  them  -  in  those  industries  in  v^iich  cet.  par,  the  pro- 
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ductivity  of  older  v^orkers  is  nore  likely  to  have  fallen  or  the  produc- 
tivity of  older  workers   is  more  difficult  to  monitor. 

An  ijTiportant  and  widely  acknowledged  deterrent  to  the  exercise  by 
employees  of  the  early  retirement  option  is  uncertainty  regarding  the 
preservation  of  the  real  value  of  their  pension  entitlements  during  the 
current  period  of  high  inflation.  I  have  discussed  this  issue  at  lengtli 
in  other  reports,  and  wDuld  draw  attention  here  to  only  a  few  salient 
remarks.  First,  if  there  exists  a  genuine  desire  on  the  part  of  many 
workers  to  opt  for  earlier  retirement,  then  pressure  to  improve  the  ef- 
fective indexing  of  employment  pensions  will  increase.  Second,  if  such 
improvements  are  made  or  the  rate  of  inflation  begins  to  subside,  more 
employees  may  exercise  the  early  retirement  option  and  thus  perhaps 
raise  the  cost  of  these  provisions  relative  to  what  had  been  antici- 
pated. Again,  since  workers  who  are  at  or  near  the  age  at  which  the 
early  retirement  option  is  available  will  not  bear  tlie  full  cost  of 
these  new  provisions  (although  successive  generations  of  workers  may 
well  do  so),  the  effective  wealth  transfer  -  in  a  manner  analogous  to 
the  intergenerational  wealth  transfers  in  public  programs  -  may  enable 
more  workers  to  "consume"  more  leisure  time  in  the  form  of  earlier 
retirement. 

Since  employers  may  well  succeed  in  passing  most  if  not  all  of  the 
higher  costs  of  early  retirement  options  back  to  workers  in  the  form 
cet.  par,  of  reductions  in  other  parts  of  the  total  compensation  pack- 
age, the  major  concern  stemming  from  this  practice  may  arise  from  the 
attendant  pressure  to  lower  the  age  of  entitlement  to  public  programs. 
As  for  the  practice  of  providing  actuarially  increased  benefits  for 
those  who  cpt  for  postponed  retirement,  I  have  argued  elsewhere  (Pesando 
1979)  that  this  practice  is  to  be  encouraged  if  the  goal  is  to  encourage 
work  by  those  v^o  have  reached  normal  retirement  age  under  their  employ- 
er's plans. 


SUMMARY  AND  C»ICLUSiaSIS 

The  trend  toward  earlier  retirement  in  Canada,  as  evidenced  by  the 
steady  decline  in  the  participation  rate  of  older  (especially  male) 
workers,  is  appropriately  analyzed  in  the  work-leisure,  consumption- 
saving  model  of  life-cycle  behaviour  that  economists  employ  to  study  the 
labour  supply  decisions  of  households.  Rising  per  capita  incomes,  rein- 
forced by  tJie  intergenerational  wealth  transfers  implicit  in  the  pay-go 
financing  of  CftS/GIS,  CPP/QPP  and  subsidized  health  and  other  services 
to  the  elderly,  have  enabled  many  Canadians  to  opt  for  more  leisure  in 
the  form  of  earlier  retirement.  To  the  extent  that  tliere  still  exists  a 
significant  number  of  Canadians  v\rtio  v^ould  choose  to  retire  earlier  if 
their  economic  circumstances  permitted,  together  with  the  rise  in  per 
capita  incomes  and  the  maturing  of  both  the  CPP/QPP  and  many  private 
pension  plans  which  will  occur  in  the  years  ahead,  this  trend  is  likely 
to  continue. 
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The  loss  in  potential  output  of  the  Canadian  economy  implied  by  tlie 
trend  toward  earlier  retirement  can  be  identified  neither  as  "good"  nor 
"bad."  The  decline  in  potential  output  is  the  inevitable  consequence  of 
the  decision  by  irore  households  to  work  less  and  to  enjoy  more  leisure. 
To  the  extent  that  the  decision  by  Canadian  workers  to  retire  earlier 
has  been  facilitated  by  wealth  transfers  implicit  in  public  programs  to 
provide  income  security  to  the  aged,  this  dimension  of  these  programs 
could  merit  rethinking  if  public  objectives  in  this  area  were  to  change. 
In  general,  any  enrichment  of  C^/GIS  or  CPP/QPP  benefits  without  a  com- 
mensurate increase  in  costs  to  older  workers  will  increase  their  wealth 
and  cet.  par,  serve  to  encourage  earlier  retirement.  No  such  cost  in- 
creases however,  are  likely  to  be  politically  feasible,  since  public 
pressure  for  such  enrichment  inevitably  presumes  that  much  of  the  cost 
burden  will  be  borne  by  succeeding  generations  of  workers.  Signifi- 
cantly, the  introduction  of  early  retirement  cptions  without  full  actu- 
arial adjustment  in  many  defined  benefit  plans  implies  an  analogous 
cross-subsidy  or  intergenerational  wealth  transfer  in  certain  employment 
plans,  and  the  impact  of  these  enabling  wealth  transfers  is  also  likely 
to  facilitate  the  trend  toward  earlier  retirement. 


222 


BIBLIOGRAPHY 

BRITTAIN,  J. A.   The  Payroll  Tax  for  Social  Security,  Washington,  D.C. 
The  Brookings  Institution,  1972. 

DENTON,  F.  and  SPENCER,  B.   The  Future  Population  and  Labour  Force  of 
Canada:   Projections  to  the  Year  2051.   Background  study  prepared  for 
the  Economic  Council  of  Canada,  1978. 

EHRENBERG,  R.G.   "Retirement  System  Characteristics  and  Compensating 
Wage  Differentials  in  the  Public  Sector."   Unpublished,  1977. 

PELLECHIO,  A.   "The  Effects  of  Social  Security  on  Retirement."   National 
Bureau  of  Economic  Research  Working  Paper  No.  260  (revised),  1979. 

PESANDO,  J.E.   "The  Elimination  of  Mandatory  Retirement:   An  Economic 
Perspective  on  the  Current  Debate."   Forthcoming  as  a  discussion 
paper  from  the  Ontario  Economic  Council,  1979. 

PESANDO,  J.E.  and  REA,  S.A.,  Jr.   Public  and  Private  Pensions  in  Canada; 
An  Economic  Analysis.   Toronto:   University  of  Toronto  Press  for  the 
Ontario  Economic  Council,  1977. 

REA,  S.A.,  Jr.   Redistributive  Effects  of  Canada's  Public  Pension 
Programs »   Background  study  prepared  for  the  Ontario  Economic 
Council,  1978. 


223 


Income  Supplementation  Programs  for  Pensioners  in  Ontario  and 
Five  Other  Provinces 


Ann  Jamieson 


July  30,  1979 


COMTENTS 

List  of  Tables  224 

Ontario  Guaranteed  Annual  Income  System  226 

Why  GAINS?  226 

Who  Receives  GAINS?  226 

When  and  How  Much?  229 

Other  Provinces  234 

British  Coluinbia  234 

Alberta  236 

Nova  Scotia  236 

Manitoba  237 

Saskatchewan  238 

Notes  239 

LIST  CF  TABLES 

Table  1  -  Calculation  of  Monthly  GAINS  Payment  for  a 

Single  Recipient,  January  1979  232 

Table  2  -  Calculation  of  Monthly  GAINS  Payment  for  a 

Married  Couple,  January  1979  232 


224 


Table  3  -  G?\INS  Recipients,  by  Amount  of  Benefit, 

December  1978  233 

Table  4  -  Clients  and  Payments  under  the  GAINS 

Program,  1976  to  1979  234 


225 


IncxDme  Supplementation  Programs  for  Pensioners  in  Qitario  and  Five  Other 
Provinces 


In  the  1970s  six  provinces  introduced  programs  of  incone  supplemen- 
tation to  needy  pensioners  aged  65  and  over.  This  paper  discusses  the 
various  programs,  with  particular  emphasis  on  the  Ontario  Guaranteed 
Annual  Income  System  (GAINS ) . 


ONTARIO  GUARANTEED  ANNUAL  INCOME  SYSTEM 

Why  GAINS? 

The  Ontario  Guaranteed  Annual  Income  Act  was  passed  in  June  1974, 
and  the  GAINS  program  went  into  operation  the  following  month.  (1)  Its 
aim  was  to  supplement  the  incomes  needy  Ontario  pensioners  receive  from 
federal  Old  Age  Security  (OAS)  and  Guaranteed  Income  Supplement  (GIS) 
payments.  The  government  had  recognized  that  many  in  the  over-65  age 
group  had  no  private  pensions  fran  their  years  in  the  work-force  and, 
that  their  incortes  after  retirement  were  limited.  In  addition,  the  bur- 
den of  inflation  was  falling  disproportionately  en  persons  dependent  on 
fixed  incones  v\^ose  real  incomes  were  falling  further  and  further  behind 
those  of  wage  and  salary  earners. 

The  government  proposed  to  supplement  the  inccsnes  of  persons  65  and 
over  to  a  level  generally  accepted  as  one  that  would  provide  enough 
money  for  them  to  live  in  dignity.  The  guaranteed  level  of  income  for 
the  new  program  was  determined  frc«i  an  examination  of  several  low-income 
indicators  such  as  those  developed  by  Statistics  Canada,  the  Senate 
Committee  on  Poverty,  and  Ian  Adams. (2) 

The  level,  somewhat  above  the  income  guaranteed  in  the  federal  OAS 
and  GIS  programs,  is  maintained  by  raising  the  GAINS  guarantee  every 
quarter  v^en  federal  payments  increase  to  offset  rises  in  the  cost  of 
living.  The  guaranteed  income  level  has  risen,  by  discretionary  in- 
creases and  by  the  escalation  of  the  federal  benefits,  fran  the  original 
annual  sum  of  $2,600  for  single  recipients  and  $5,200  for  a  couple  to 
$4,120  and  $8,000  respectively,  January  1979.  The  maximum  monthly  pay- 
ments fran  GAINS  have  also  been  raised  from  time  to  time  to  the  current 
rates  of  $38.88  for  a  single  person  and  $52.01  each  for  a, couple. 

Who  Receives  GAINS? 

Payments  under  the  program  are  made  to  needy  persons  age  65  and 
over  v^o  meet  the  residence  requirements  set  out  in  subsection  1(h)  of 
the  Ontario  Guaranteed  Annual  Income  Act  1974,  as  amended: 

"(h)  'eligible  person'  means  a  person  v^o. 
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(i)  has  attained  65  years  of  age  or  such  lesser  age  as  may  be 
prescribed, 

(ii)  is  actually  residing  in  Ontario  and  is  entitled  to  receive  a 
supplement  that  is  paid  to  him  or  to  his  credit  through  the 
Ontario  regional  office  of  the  Income  Security  Branch  of  the 
DeparbTient  of  National  Health  and  Welfare  of  the  Government  of 
Canada , 

(iii)  has  resided  in  Canada  for  Uie  ten  years  immediately  preceding 
tlie  date  on  which  his  application  is  approved  or,  if  he  has  not 
so  resided  in  Canada,  has  either, 

(A)  been  present  in  Canada,  prior  to  those  ten  years  and  after 
attaining  18  years  of  age,  for  a  continuous  period  of,  or  for 
periods  the  aggregate  of  which  is,  at  least  equal  to  three 
times  the  aggregate  periods  of  absence  from  Canada  during 
those  ten  years,  and  has  resided  in  Canada  for  at  least  one 
year  immediately  preceding  the  date  on  v\^ich  his  application 
is  approved,  or 

(B)  resided  in  Canada,  after  attaining  18  years  of  age  and  prior 
to  tlie  date  on  which  his  application  is  approved,  for  a  con- 
tinuous period,  or  for  periods  the  aggregate  of  which  is  at 
least  forty  years,  and 

(iv)  has  resided  in  Ontario  for  a  period  of  one  full  year  immediately 
prior  to  the  date  on  which  his  application  is  approved  or,  after 
attaining  18  years  of  age  and  prior  to  the  date  on  which  his 
application  is  approved,  has  resided  in  Ontario  for  a  continuous 
period,  or  for  periods  the  aggregate  of  which  is,  at  least 
twenty  years." 

The  provisions  in  subsection  (iii)  correspond  to  the  original  resi- 
dence requirements  of  the  QAS  program.  Changes  in  the  residence  require- 
ments for  OAS  were  made,  effective  July  1977,  to  allow  for  the  payment 
of  partial  pensions  for  residence  as  a  fraction  of  the  old  forty-year 
maximum,  with  a  minimum  of  ten  years  necessary  to  qualify.  The  "all  or 
nothing"  provisions  of  the  old  requirements  are  being  altered,  over  a 
forty-year  transition  period,  in  order  to  recognize  the  greater  contri- 
bution to  society  of  longer-term  residents  and  to  allow  for  the  interna- 
tional portability  of  benefits  between  countries  that  have  agreed  to 
recognize  residence  in  both  countries  for  pension  purposes.  The  impli- 
cations of  these  changes  for  the  GAINS  program  -  which  guarantees  an  in- 
ccme  level  rather  tlian  a  maximum  monthly  payment  -  would  have  been  very 
expensive  had  not  the  legislation  governing  GAINS  been  amended,  effec- 
tive July  1,  1977  to  correspond: 
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"la 

(1)  Subject  to  this  Act  and  the  regulations,  a  monthly  benefit  may 
be  paid  for  any  month  after  the  month  of  June,  1977  to  every 
person  who  is  not  eligible  on  the  30th  day  of  June,  1977  to  be 
paid  an  increment  and  v*io, 

(a)  has  attained  65  years  of  age  or  such  lesser  age  as  may  be 
prescribed; 

(b)  is  actually  resident  in  (iitario  and  is  entitled  to  receive  a 
partial  ironthly  pension  authorized  to  be  paid  under  subsec- 
tion 1.1  of  section  3  of  the  Old  Age  Security  Act  (Canada) 
and  to  receive  a  supplement  that  is  paid  to  him  or  to  his 
credit  through  the  Ontario  regional  office  of  the  Income 
Security  Branch  of  the  Department  of  National  Health  and 
Welfare  of  the  Government  of  Canada; 

(c)  has  resided  in  Canada,  after  attaining  eighteen  years  of  age 
and  prior  to  the  day  on  v^ich  his  application  is  approved, 
for  a  period  or  periods  the  aggregate  of  which  is  not  less 
than  ten  years  and  not  wore  than  forty  years;  and 

(d)  has  resided  in  Ontario  for  a  period  of  one  full  year  immedi- 
ately prior  to  the  date  on  v^ich  his  application  is  approved 
or,  after  attaining  eighteen  years  of  age  and  prior  to  the 
date  an  v^ich  his  application  is  approved,  has  resided  in 
Ontario  for  a  continuous  period  of,  or  for  periods  the  ag- 
gregate of  v\*iich  is,   at  least  twenty  years. 

(2)  A  person  \^o  is  not  entitled  to  an  increment  under  this  Act  on 
or  before  the  30th  day  of  June,  1977  is  eligible  to  be  paid  a 
monthly  benefit  under  this  section  only  viien  on  or  after  the  1st 
day  of  July,  1977,  he  beccmes  entitled  to  receive  a  supplement 
and  if  en  the  day  preceding  the  day  on  v^^iich  his  application  is 
approved,  he  is  a  Canadian  citizen  residing  in  Ontario,  or  if 
not  a  Canadian  citizen,  is  then  legally  resident  in  Canada  and 
is  residing  in  Ontario. . .and 

(4)  Notwithstanding  subsections  1  to  3,  vAiere  the  result  of  an  in- 
ternational agreement  concluded  in  accordance  with  section  22.2 
of  the  Old  Age  Security  Act  (Canada)  is  that  a  person  resident 
in  Ontario  becomes  entitled  to  receive  a  supplement,  the 
Lieutenant  Governor  in  Council  may  make  regulations  respecting 
the  manner  in  v^ich  this  Act  shall  apply  to  any  such  case  or 
class  of  cases  affected  by  the  agreement,  for  adapting  this  Act 
thereto,  and  for  determining  such  persons'  or  class  of  persons' 
entitlement  to,  and  the  amount  of,  a  monthly  benefit  under  this 
Act,  as  appears  to  the  Lieutenant  Governor  in  Council  to  be 
necessary  and  advisable. "(3) 
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During  the  transition  period  both  sets  of  residence  requirements 
will  apply  until  everyone  cximes  under  the  new  rules.  Thus,  once  a  person 
has  qualified  for  OAS  on  the  basis  of  residence,  has  lived  in  Ontario 
for  the  required  periods  outlined,  and  has  qualified  for  GIS  on  the 
basis  of  income,  (5MNS  payments  are  forthcoming.  Persons  meeting  these 
criteria  are  not  required  to  apply  for  GAINS;  once  a  GIS  application  is 
ajproved  for  an  eligible  Ontario  resident,  the  Department  of  National 
Health  and  Welfare  notifies  the  Oitario  Ministry  of  Revenue  and  payments 
are  made  automatically.  Only  if  persons  do  not  qualify  for  the  federal 
OAS  must  they  apply  for  GAINS  payments.  Eligiblity  in  such  a  case  is 
also  based  on  minimum  age  65  and  the  following  residence  conditions: 

"Residency  in  Canada  for  five  consecutive  years  immediately  prior 
to  qualification  date  with  the  last  full  year  in  Ontario,  or 

Residency  in  Canada  for  periods  totalling  twenty  years  since  reach- 
ing age  eighteen,  with  the  last  full  year  prior  to  qualification 
date  in  Ontario,  or 

Residency  in  Ontario  since  reaching  age  eighteen  for  periods  that 
add  up  to  twenty  years. "(3) 

Should  residence  in  Ontario  terminate,  payments  under  GAINS  will  be 
stopped;  however,  there  is  provision  for  payment  to  persons  temporarily 
absent  fron  the  province,  as  outlined  in  subsections  2(2)  and  2(3): 

"(2)  No  increment  may  be  paid  to  any  eligible  person  for... 

(c)  any  month  throughout  the  whole  of  vAiich  the  beneficiary  is 
absent  frcxn  Ontario,  having  absented  himself  from  Ontario, 
either  before  or  after  becoming  a  beneficiary,  and  having 
remained  out  of  Ontario  before  that  month  for  six  consec- 
utive months,  exclusive  of  the  month  in  which  he  left 
Ontario; " 
and 

"(3)  Where,  after  beccxning  a  beneficiary,  a  person  remains  out  of 
Ontario  for  six  consecutive  months  exclusive  of  the  month  in 
which  he  left  Ontario,  payment  of  his  increment  in  any  subse- 
quent month  during  which  he  is  only  temporarily  resident  in 
Ontario  may,  without  a  hearing,  be  suspended,  but  payment  may 
be  resumed  with  the  month  in  v^iich  he  returns  to  Ontario  to  be 
principally  resident  in  Q-itario."(4) 

When  and  How  Much? 

Once  eligibility  has  been  established,  cheques  are  mailed  to  recip- 
ients on  an  individual  basis,  en  the  fifteenth  day  of  each  month.  There- 
fore, each  partner  in  a  couple  receives  one-half  of  the  amount  awarded 
to  the  couple. 
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The  amount  that  can  be  paid  by  GMNS  up  to  a  maximum  depends  on  the 
level  of  income  of  the  individual  or  the  couple.  A  statement  of  income 
is  completed  in  the  annual  application  for  GIS  and  serves  as  the  basis 
of  income  calculation  for  both  programs;  GIS  payments  of  course  are  in- 
come for  GAINS  purposes(5)  The  meaning  of  income  follows  closely  the 
definition  in  the  Inccxne  Tax  Act  of  Canada  and  includes  the  following 
items: 

.  payments  from  the  Canada  or  Quebec  Pension  Plan 

.  Old  Age  Security  pension  and  Guaranteed  Income  Supplement 

foreign  pensions  which  are  taxable  in  Canada 

income  fron  retirement  pensions 

annuity  or  superannuation  payments 
.  earnings  from  employment 

net  income  from  a  profession  or  business 

alimony 

bank,  bond,  mortgage  and  other  interest 
.  net  dividends  (actual  dividends  received,  less  applicable  carrying 

charges)  and  net  taxable  capital  gains 
.  Unemployment  Insurance  benefits 

net  rents  from  property 

Other  forms  of  income  that  are  not  included  for  GIS  are  payments 
such  as  welfare.  Workmen's  Compensation,  veterans'  benefits.  Family 
Allowances,  and  support  from  relatives  or  charitable  organizations.  As- 
sets -  for  example,  the  balance  in  a  bank  account  -  are  not  considered 
income,  but  any  interest  earned  en  them  would  be. 

Once  the  incanne  fron  all  sources  has  tieen  totalled,  the  amount  of 
GAINS  to  be  paid  is  calculated  as  the  difference  between  that  income  and 
the  guaranteed  income  level.  Since  that  level  is  based  on  individual  in- 
come and  single  recipients  get  higher  maximum  GIS  payments  than  individ- 
ual married  recipients,  the  maximum  GAINS  amount  payable  to  each  partner 
in  a  couple  is  more  than  the  maximum  payable  to  a  single  recipient.  In- 
deed, GAINS  policy  is  to  compensate  couples  for  the  GIS  differential 
whereby  the  married  rate  is  less  than  twice  the  single  rate. 

Persons  paid  at  the  single  rate  include  those  who  are  single,  wid- 
owed, divorced,  or  married  with  a  spouse  under  age  60  or  between  60  and 
65  who  is  ineligible  for  the  Spouse's  Allowance.  When  both  partners  are 
over  age  65  and  receiving  GIS,  benefits  are  paid  at  the  married  rate. 

An  anonaly  creeps  in,  however,  with  the  federal  Spouse's  Allowance 
program,  which  provides  benefits  for  a  pensioner's  spouse  \^ho  is  between 
the  ages  of  60  and  65  when  the  couple's  income  is  judged  to  be  insuffi- 
cient. While  the  Spouse's  Allowance  is  not  considered  income  for  pur- 
poses of  computing  GAINS  for  the  spouse  \^^o  is  over  65,  the  low  GIS  pay- 
ments to  such  a  pensioner  -  calculated  at  half  the  married  rate  rather 
than  the  single  rate  -  are  not  offset  by  GAINS  income.  The  guaranteed 
income  level  of  $3,842.88  for  a  married  pensioner  in  this  case  is  less 
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than  that  for  a  single  person,  though  because  of  the  Spouse's  Allowance 
itself,  the  level  of  income  of  the  couple  is  much  higher  than  that  indi- 
cated by  the  GAINS  guarantee  limit  to  the  one  recipient. 

Until  the  end  of  1978,  except  for  the  one  anomaly,  each  individual 
GAINS  recipient  had  the  same  total  guaranteed  income  regardless  of  mari- 
tal status.  Beginning  in  January  1979,  however,  federal  GIS  benefits 
were  increased  by  $20  per  account  to  compensate  for  the  single  pension- 
er's higher  costs.  Each  single  recipient  at  the  maximum  level  received 
an  additional  $20,  and  each  member  of  a  couple  received  $10.  Even  though 
single  recipients  would  now  have  a  higher  guaranteed  income  than  each 
partner  of  a  couple,  the  Ontario  government  decided  not  to  change  the 
maximum  GAINS  payment.  With  guarantee  levels  of  $4,120  and  $8,000  re- 
spectively, single  recipients  can  now  receive  51.5  per  cent  of  the  total 
for  a  couple. 

Recipients'  GAINS  payments  are  reduced  $1  for  every  $1  of  outside 
income  received,  thereby  maintaining  tiie  guarantee  level.  For  example, 
a  $10  GAINS  payment  to  a  person  \a^o  then  acquires  $5  in  outside  income 
would  be  reduced  $5  to  compensate.  The  $5  fron  outside  plus  the  $5  from 
GAINS  still  ensures  that  the  person  has  $10  to  bring  the  total  income  up 
to  the  guarantee  level.  Payments  are  not  adjusted  during  the  year  for 
the  extra  income  acquired.  Any  differences  in  the  year's  income  will 
appear  in  the  amplication  for  GIS  the  following  April,  and  GAINS  will  be 
adjusted  if  needed  at  that  time.  Consequently  any  outside  income 
acquired  during  the  payment  year  is  cash  in  hand  until  the  next 
calculation. 

As  with  GIS,  computation  of  the  monthly  benefit  to  be  paid  under 
GAINS  depends  upon  the  income  of  recipients  in  the  calendar  year  preced- 
ing the  current  fiscal  year.  The  amount  to  be  paid  each  month  to  a  sin- 
gle recipient  is  the  difference  between  one- twelfth  of  the  guaranteed 
level  and  the  Basic  Monthly  Income,  which  is  defined  as  one- twelfth  of 
the  recipient's  income  in  the  calendar  year  ending  next  before  the  com- 
mencement of  the  current  calendar  year  plus  any  payments  from  the  OAS/ 
GIS  programs.  For  exanple,  for  a  single  person  with  bank  interest  of 
$240  in  the  previous  year,  the  GAINS  payment  would  be  calculated  as  in 
Table  1,  based  on  January  1979  rates. 

For  each  member  of  a  couple  the  amount  is  based  on  the  difference 
between  one  twenty- fourth  of  their  inccme  in  the  preceding  calendar  year 
and  one  twenty- fourth  of  the  guarantee  level . ( 6 )  Table  2  shows  how  the 
payment  for  a  oouple  with  a  combined  income  of  $1,800  from,  say,  bank 
interest  and  a  private  pension  would  be  calculated. 

For  those  qualifying  for  OAS  under  the  new  residence  rules,  there 
is  a  provision  for  a  maximum  GAINS  payment,  as  now  exists  for  GIS.  That 
is,  persons  receiving  a  partial  OAS  pension  could  receive  the  maximum 
GIS  monthly  payment  and  the  maximum  monthly  amount  from  GAINS,  even  if 
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their  total  income  did  not  reach  either  of  the  guarantee  levels.  To 
qualify  for  GAINS  under  tliese  circumstances,  a  person  must  reside  in 
Ontario  for  one  full  year  prior  to  the  qualification  date  or  have  lived 
in  Ontario  for  an  aggregate  period  of  twenty  years  after  reaching  age 
18. 

Table  1 

Calculation  of  Monthly  GAINS  Payment  for  a  Single  Recipient,  January 

1979 


Average  monthly  outside  inccsne,  1978 

$240  /  12  $  20.00 

Old  Age  Security  167.21 

Guaranteed  Income  Supplement  137.28 

Total  income  $324.49 

GAINS  guaranteed  income  343.37 

GAINS  payment  $  18.88 

Source  Government  of  Canada,  Old  Age  Security,  Guaranteed  Incone 

Supplement,  Spouse's  Allowance  Tables  of  Rates  in  effect  January 

-  March  1979;  Ontario  Ministry  of  Revenue,  Guaranteed  Income  and 
Tax  Credit  Branch. 

Table  2 

Calculation  of  Monthly  GAINS  Payment  for  a  Married  Couple,  January  1979 


Average  monthly  outside  income,  1978 

$1,800  /  12  $150.00 

Old  Age  Security  $167.21  x  2  334.42 

Guaranteed  Income  Supplement  $77.15  x  2  154.30 

Total  income  $638.72 

GAINS  guaranteed  incone  666.74 

GAINS  payment  -  couple  28.02 

-  each  14.01 

Source  Government  of  Canada,  Old  Age  Security,  Guaranteed  Incone 

Supplement,  Spouse's  Allowance  Tables  of  Rates  in  effect  January 
-  March  1979;  Ontario  Ministry  of  Revenue,  Guaranteed  Incone  and 
Tax  Credit  Branch. 

Payments  from  the  program  currently  total  $8  million  per  month.  Of 
those  currently  benefiting  from  these  payments,  a  substantial  number, 
receive  the  maximum  amount  available  (Table  3). 
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Table  3 

GAINS  Recipients,  by  Amount  of  Benefit,  December  1978 


Married,  both 
Single  (a) recipients 


$2.50 

2.51  -  $5.00 
5.01  -  10.00 
10.01  -  15.00 
15.01  -  20.00 
20.01  -  25.00 
25.01  -  30.00 
30.01  -  35.00 
35.01  -  40.00 
40.01  -  45.00 
45.01  -  50.00 
50.01  -  60.00 
Total 


3,034 

2,301 

4,515 

3,258 

8,105 

6,028 

8,424 

6,762 

9,057 

6,879 

10,102 

6,938 

11,852 

7,142 

15,804 

6,879 

94,577 

6,763 

- 

6,369 

- 

6,505 

2(b) 

12,194 

165,472 

78,018 

a     "Single"   includes  single,  married  with  spouse  ineligible,   or  married 

with  spouse  receiving  Spouse's  Allowance, 
b     The  two  receiving  more  than   the   single  maximum  of   $38.88  would   be 

persons  not  qualifying  for  OAS  and  thus  guaranteed  a  higher   level   of 

benefits  frcsn  GAINS. 

Source     Ontario,   Ministry  of  Ptevenue,   Guaranteed  Income  and  Tax  Credit 
Branch . 

Tabulations  of  the  sex  of  recipients  are  not  kept  consistently,  but 
data  from  the  GIS  program  provide  some  guide.  They  show  that  in  mid- 
1978  some  62  per  cent  of  Ontario  GIS  recipients  were  women.  In  addi- 
tion, figures  for  recipients  with  the  lowest  level  of  outside  income, 
who  therefore  receive  the  maximum  payment  from  GIS,  indicate  that  women 
outnumber  men  by  a  ratio  of  three  to  one  -  60,227  women  as  against 
21,341  men. (7)  From  these  statistics  it  may  be  inferred  that  women  are 
also  the  most  numerous  clients  of  the  GAINS  program. 

In  the  coming  years  persons  65  and  over  can  expect  to  have  greater 
outside  income,  owing  to  the  maturity  of  the  Canada  Pension  Plan  and 
private  pension  arrangements  and  to  increased  work- force  participation 
of  wonen.  Unless  there  are  major  changes  in  the  GAINS  program,  there- 
fore, it  can  be  seen  as  a  transitional  means  of  supporting  those  in  need 
in  the  same  way  as  the  GIS  does.  We  know  that  the  proportion  of  OAS 
recipients  receiving  full  payments  under  GIS  has  dropped  from  19.1  per 
cent  to  14.3  per  cent  in  Ontario  over  the  1971-77  period,  even  though 
the  guaranteed  maximum  has  more  than  doubled  in  that  time.  (8)  Figures 
for  the  GAINS  program  show  that  fron  a  peak  in  January  1976,  the  number 
of  clients  and  payments  is  steadily  declining   (Table  4). 
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Table  4 

Clients  and  Payments  under  the  GAINS  Program,  1976  to  1979 


Clients 

GAINS  only 

OAS/GIS/GAINS 

Total  payments 

(Dollars) 

January  1976 

6,193 

276,144 

10,338,000 

January  1977 

5,521 

265,379 

9,885,000 

January  1978 

3,959 

253,928 

9,029,000 

January  1979 

2,331 

243,552 

8,203,000 

Source  Ministry  of  Revenue,  Guaranteed  Incone  and  Tax  Credit  Branch. 


OTHER  PROVINCES 

Ontario  is  not  the  only  province  to  supplement  the  inccanes  of  needy 
persons  65  and  over,  though  the  amounts,  rationale,  and  administration 
of  the  programs  differ  according  to  the  jurisdiction.  British  Columbia, 
Alberta,  Saskatchewan,  Manitoba,  and  Nova  Scotia  have  established  simi- 
lar programs. 

British  Columbia 

This  province  was  the  first  to  provide  an  income-tested  program  for 
the  senior  population.  The  original  MINCOME  scheme,  v^^ich  began  in  1973, 
was  superseded  in  1976  by  the  Guaranteed  Available  Income  for  Need  Act 
(GAIN) ,  bringing  together  previous  acts  governing  social  assistance  and 
support  programs  for  the  elderly  and  handicapped.  The  program  is  based 
on  need  rather  than  incone  alone  and  takes  assets  into  account.  The 
Regulations  define  "assets"  as 

"any  form  of  cash,  or  equity  in  property,  stocks,  bonds,  certifi- 
cates, or  other  possessions  that  could  be  converted  to  cash,  but  do 
not  include  those  items  referred  to  in  subsections  8(3)  and  8(4)  of 
these  regulations. 

8(3)  The  following  shall  not  be  deemed  to  be  assets  when  determining 
eligibility  for  benefits: 

(a)  Necessary  household  equipment,  wearing  apparel,  and  business 
tools: 

(b)  An  uncashed  life  insurance  policy  with  a  cash  surrender  value 
of  $1,500  or  less: 

(c)  Prepaid  funeral  costs: 

(d)  The  family  home  partially  or  wholly  owned  and  lived  in  by  a 
recipient: 
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(e)  The  first  iiotor-vehicle  used  for  transportation: 

(f)  Moneys  received  or  to  be  received  from  a  mortgage  on,  or  agree- 
ment for  sale  of  the  recipient's  previous  home  used  as  his  or 
her  ordinary  residence,  provided  such  moneys  are  applied  to  the 
amount  owing  cxi  a  home  being  purchased  by  that  recipient  and 
occupied  as  his  or  her  ordinary  residence,  or  provided  such 
moneys  are  used  by  tliat  recipient,  for  the  payment  of  rent  for 
accommodation  occupied  as  his  or  her  ordinary  residence: 

(g)  Fishing  craft  and  fishing  gear  owned  and  used  by  a  commercial 
fisherman: 

(h)  Seed  required  by  a  farmer  for  the  next  crop  year: 

(i)  Essential  equipment  and  supplies  for  farming  and  commercial 
fishing: 

(j)  Basic  stock  herd  on  a  farm  which  is  the  breeding-stock  held  at 
the  date  of  application  for  benefits,  and  female  stock  held  for 
stock  replacement. 

(4)  The  Director  may  authorize  that  the  total  cash  surrender  value  of 
an  uncashed  life  insurance  policy  is  totally  exempt  and  not  an 
asset  for  those  i^o  are  handicapped  and  for  those  v^^o  are  likely  to 
be  unemployable  for  a  minimum  of  three  months  frcxn  the  date  of  ap- 
plication for  benefits. "(9) 

With  this  new  Act  the  program  was  no  longer  essentially  age- 
related,  but  rather  provided  general  assistance  to  all  those  in  need. 
However,  some  special  provisions  do  exist  for  persons  in  certain  age 
brackets.  Those  aged  60  and  over  are  granted  larger  shelter  allowances; 
additional  asset  exemptions  may  be  authorized  for  those  between  60  and 
64;  and  persons  aged  65  and  over  may  be  excused  the  asset  test,  up  to 
certain  limits. 

Those  receiving  OAS  and  GIS  are  paid  the  provincial  benefits  auto- 
matically by  the  Department  of  Human  Resources  on  the  basis  of  lists 
supplied  by  the  Department  of  National  Health  and  Welfare.  At  the  begin- 
ning of  1978,  some  92,506  persons  over  65  were  receiving  the  provincial 
supplement. 

GAIN  guarantees  a  margin  of  income  over  and  above  the  CftS/GIS  pay- 
ments, and  the  maximum  payment  for  a  single  recipient  is  $38.88  per 
month,  bringing  the  guarantee  limit  to  $310.75  per  month,  in  mid-1978. 
For  a  married  couple  the  maximum  payment  is  $49.83  each  with  a  guarantee 
limit  of  $309.14  per  month,  each.  The  GAIN  payment  is  reduced  $1  for 
every  $2  of  other  income. 
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Alberta 

In  1973  Alberta  set  up  a  supplementary  plan  for  the  elderly  with  the 
passing  of  the  Senior  Citizens  Benefits  Act  1973,  which  provided  a  flat 
$10  per  iTonth  to  all  OAS/GIS  recipients  resident  in  Alberta.  In  1975 
the  program  was  renamed  the  Alberta  Assured  Income  Plan  (AAIP),  and  a 
scale  of  benefits  was  established  from  a  minimum  of  $10  monthly  to  a 
maximum  of  $45.01.  No  application  is  required  for  benefits  under  the 
AAIP;  as  in  other  jurisdictions  eligibility  for  the  GIS  is  sufficient, 
provided  the  persons  are  permanent  residents  of  Alberta.  No  qualifying 
period  is  required.  Payments  are  made  by  the  Department  of  Social  Ser- 
vices and  Conmunity  Health.  The  average  number  of  recipients  estimated 
in  1978  was  78,282  at  a  monthly  expenditure  of  $2,797,924. 

The  program  is  incorie- tested ,  and  provincial  benefits  are  reduced 
$1  for  every  $4  of  other  income.  The  program  guarantees  a  margin  of 
incane  above  the  OAS/GIS  limits,  ip  to  the  maximum  payment  in  1978  of 
$45.01  for  a  single  recipient  and  $47.20  each  for  a  married  couple.  As 
with  GAINS  in  Ontario,  the  province  compensates  the  couple  for  the  dif- 
fering maximum  payments  of  GIS  based  on  marital  status.  When  OAS/GIS 
amounts  are  escalated  quarterly  for  the  cost  of  living,  the  guarantee 
limit  is  revised  accordingly. 

Nova  Scotia 

Beginning  in  1973  Nova  Scotia  set  up  a  program  of  Special  Social 
Assistance  to  provide  once-a-year  benefits  to  senior  citizens  on  the 
basis  of  inccsne  and  need.  (10)  The  income  test  is  that  of  the  federal 
GIS  and,  once  eligibility  for  payment  has  been  established,  application 
may  be  made  for  provincial  supplements  en  the  basis  of  need.  Relevant 
definitions  in  the  regulations  are  as  follows: 

(l)(e)  "Needy  person"  means  a  person  in  receipt  of  a  Guaranteed  Income 
Supplement  under  the  Old  Age  Security  Act  of  Canada,  v*io  may  be 
determined  by  the  Director  as  a  person  v^o  qualifies  for  Spe- 
cial Social  Assistance  pursuant  to  Part  VI  of  the  Act  and  Regu- 
lations made  thereunder; 

(f )  "Person  in  need"  means  a  person  in  receipt  of  a  Guaranteed  In- 
cone  Supplement  under  the  Old  Age  Security  Act  of  Canada,  who, 
on  the  basis  of  a  needs  test  similar  to  the  one  established 
pursuant  to  the  regulations  under  the  Family  Benefits  Act  and 
Part  II  of  the  Act  that  takes  into  account  the  person's  budget- 
ary requirements  and  the  inccsne  and  resources  available  to  him 
to  meet  such  requirements,  is  found  to  be  unable  to  provide 
adequately  for  himself,  or  for  himself  and  his  dependents,  or 
any  of  them; . . . 

(6)  (2)  For  the  purpose  of  the  test  mentioned  in  the  definition  of 
"persons  in  need,"  the  limitation  of  assets  therein  shall  be: 
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(a)  Fifteen  hundred  dollars   cash  or   liquid   assets  where   the 
person  in  need  is  single. 

(b)  Twenty-five  hundred  dollars  cash  or  liquid  assets  where  the 
person  in  need   is  married. 

Application  may  be  made  in  March  of  each  year  and,  once  need  is 
established,  grants  are  made  on  the  basis  of  the  amount  of  GIS  received 
in  March.  Grants  are  made  once  a  year  in  flat  amounts  of  $75,  $100, 
$135,  or  $150  for  each  eligible  individual.  Thus,  each  member  of  a 
married  couple  receiving  GIS  may  apply. 

Since  a  needs  test  is  applied  as  well  as  the  income  test,  the  pro- 
gram is  cost-shared  with  the  federal  government  under  tlie  Canada  Assist- 
ance Plan.  In  1978  it  covered  between  50,000  and  56,000  persons;  the 
annual  cost  is  estimated  at  between  $5  and  $6  million. 

Manitoba 

The  Manitoba  Supplement  for  the  Elderly  (MSE)  came  into  operation 
on  July  1,  1974,  under  the  autliority  of  the  Social  Services  Administra- 
tion Act.  The  program  guarantees  a  level  of  inccane  to  recipients,  based 
on  eligibility  for  GIS.  No  application  is  required,  with  pensioners 
qualifying  on  the  basis  of  income  and  residence  in  Manitoba.  Income  is 
defined  as  for  tlie  GIS  program  including  earned  income,  bank  or  bond 
interest,  and  pension  payments  including  Canada  Pension.  Such  items  as 
War  Veterans'  Allowances  are  not  deemed  to  be  income. 

Payments  are  made  quarterly  by  tlie  Department  of  Health  and  Social 
Development  at  the  end  of  January,  April,  July,  and  October.  Payment 
amounts  are  not  adjusted,  but  the  guarantee  ceiling  is  raised  each  quar- 
ter to  reflect  the  federal  cost  of  living  increases. 

In  mid-1978  the  annual  guarantee  limit  was  $3,356.28  for  a  single 
pensioner  and  $6,425.76  for  a  couple.  The  maximum  quarterly  payment  is 
$23.46  single  and  $25.29  each  for  a  couple,  offsetting  the  GIS  differ- 
ential based  on  marital  status.  During  the  1977/78  fiscal  year,  some 
28,000  payments  per  quarter  were  made,  and  the  annual  cost  for  the  bene- 
fit was  $2.3  million. 

Unlike  other  provinces,  Manitoba  extends  its  benefits  to  persons 
between  60  and  64  who  are  receiving  the  Spouse's  Allowance.  The  maximum 
payment  is  the  same  as  for  a  couple  when  both  are  pensioners,  namely 
$25.29  each  per  quarter.  When  partial  OAS  benefits  become  payable, 
recipients  may  also  qualify  for  the  Manitoba  benefit  on  the  basis  of 
personal  income  and  the  amount  of  GIS  received. 
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Saskatchewan 

Saskatchewan,  the  sixth  province  to  introduce  a  supplement  for  the 
needy  elderly,  enacted  its  Inccanie  Plan  (SIP)  in  October  1975.  The  pro- 
gram guarantees  a  level  of  benefits  over  and  above  the  federal  OAS/GIS 
payments,  and  as  is  the  case  in  some  other  provinces  no  application  is 
required  for  the  Saskatchewan  supplement.  The  application  for  GIS,  based 
on  incone  as  defined  in  that  program  is  sufficient  to  establish  eligi- 
bility for  the  supplement. 

Payments  are  made  by  the  Department  of  Social  Services  at  the  be- 
ginning of  each  month,  and  when  the  federal  OAS/GIS  benefits  are  esca- 
lated to  reflect  changes  in  the  cost  of  living  the  ceiling  on  the  prov- 
incial guarantee  is  raised  accordingly.  Ihe  level  of  provincial  benefits 
is  adjusted  annually  to  reflect  any  changes  in  outside  income  that  af- 
fect the  GIS  amount.  Benefits  are  reduced  according  to  the  amount  of 
any  GIS  reduction  in  the  GIS  payable  according  to  category  of  recipient: 

-  $1  for  every  $1   reduction   in  GIS   for   single  persons  or  couples 
where  both  are  pensioners; 

-  $3  for  every  $1  reduction  in  GIS  for  a  couple  where  only  one   is   a 
pensioner; 

-  $1   for  every  $3   for  couples  of  one  pensioner  and  one   Spouse's 
Allowance  recipient. 

Maximum  payment  from  the  SIP  in  the  fall  of  1978  was  $25  for  a 
single  person,  a  married  person  v^ose  spouse  was  not  a  pensioner,  and 
$25  each  for  couples  when  one  was  in  receipt  of  a  Spouse's  Allowance. 
For  each  person  in  a  married  couple  when  both  were  pensioners,  the 
maximum  was  $22.50.  As  of  September  1978  some  35,000  persons  were 
receiving  benefits  frcm  the  program. 
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NOTES 

(1)  S.O.  1974,  c.  58. 

(2)  Statistics  Canada,  Income  Distributions  by  Size  in  Canada,  1976, 
Cat.  13-207,  p.  24;  Senate  Special  Committee  on  Aging,  Final 
Report  (Ottawa,  1970);  Ian  Adams,  et  al . ,  The  Real   Poverty 
Report  (Edmonton:   M.G.  Hurtig  Limited,  1971). 

(3)  An  Act  to  Amend  The  Ontario  Guaranteed  Annual  Income  Act,  1974, 
S.O.  1977,  c.  50. 

(4)  Ministry  of  Revenue,  Ontario  Guaranteed  Annual  Income  System 
(April  1978)  p.  3. 

(5)  An  Act  to  Amend  The  Ontario  Guaranteed  Annual  Income  Act,  1974, 
s.3(1)  provides  as  follows: 

"...and  for  the  purpose  of  determining  the  entitlement  of  any 
person  to  an  increment  or  of  determining  the  amount  thereof, 
the  Minister  may  treat  an  application  under  the  Old  Age 
Security  Act  (Canada)  for  a  supplement  or  a  statement  of  income 
furnished  under  that  Act  as  an  application  or  statement,  as  the 
case  requires,  under  this  Act,  and  when  so  treated,  such 
application  or  statement  shall  be  deemed  in  application  or 
statement  under  the  Act." 

(6)  Ibid.,  1(d). 

(7)  Department  of  National  Health  and  Welfare,  Ottawa,  June  1978. 

(8)  Statistics  Canada,  Social  Security  National  Programs,  Cat.  86-201 
(Ottawa,  1978),  p.  525. 

(9)  S.B.C.  1976,  c.  19. 

(10)   An  Act  to  Amend  Chapter  16  of  the  Act  of  1970,  the  Social 
Assistance  Act,  S.N.S.  1973,  c.  72. 
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The  Consumer  Price  Index 


From  its  beginning  in  the  early  1900s,  the  Consumer  Price  Index  for 
Canada  has  evolved  into  a  detailed  and  comprehensive  measure  of  the  per- 
centage change  through  time  in  the  cost  of  purchasing  a  constant  "bas- 
ket" of  goods  and  services  representative  of  the  purchases  of  a  particu- 
lar population  group  in  a  specified  time  period.  This  paper  outlines  the 
origins  of  the  CPI  in  Canada  and  its  development  into  the  sophisticated 
tool  of  today,  capable  of  measuring  price  movements  of  some  650  items 
and  expressing  the  combined  effect  in  a  monthly  index.  In  addition,  this 
study  discusses  the  relationship  of  the  CPI  to  spending  patterns  of  the 
pensioner.  It  also  examines  some  studies  that  have  been  carried  out  on 
separate  CPI  measurements  for  selected  groups  within  the  population  to 
see  if  a  "pensioner  index"  such  as  is  frequently  proposed  would  in  fact 
be  an  improvement  on  the  CPI  as  a  measure  of  pensioners'  needs. (1) 

Authority  for  Statistics  Canada  to  compile  a  consumer  price  index 
derives  from  the  Statistics  Act,  passed  in  1918,  v^iich  provided  for  the 
collection  of  general  statistics  on  demography,  employment,  finances, 
trade,  and  other  related  matters.  (2)  The  list  has  since  been  expanded 
to  include  prices  and  the  cost  of  living. 

The  history  of  the  CPI  and  how  it  was  constructed  over  the  years 
since  the  passage  of  the  Act  has  been  outlined  briefly  by  Statistics 
Canada : 

"The  first  study  on  Canadian  retail  price  changes,  based  on  the 
cost  to  the  consumer  of  a  selection  of  goods  and  services,  was  un- 
dertaken in  the  early  1900s  by  Mr.  R.H.  Coats  of  the  Department  of 
Labour,  viho  subsequently  became  the  first  Dominion  Statistician. 
Prices  for  29  food  items  and  for  five  fuel  and  lighting  items  were 
gathered  in  approximately  60  cities,  and  these  were  related  to  a 
hypothetical  family  budget  representing  the  weekly  consumption  of 
an  urban  working  class  family  of  five.  Information  was  also  ob- 
tained on  the  prevailing  rent  for  a  representative  workingman's 
dwelling.  Derived  from  these  data,  index  numbers  with  the  base 
1900  =  100  were  constructed  for  Canada  and  the  provinces.  The 
calculation  of  retail  price  changes  relating  to  this  family  budget 
(with  rent  for  a  six  room  dwelling)  was  continued  until  August 
1940. 

"In  addition,  the  Department  of  Labour  also  produced  a  'Cost-of- 
Living  Index'  with  base  1913  =  100.  This  was  published  semi- 
annually from  1914  to  1917,  quarterly  from  1918  to  1926,  and 
monthly  from  1927  forward.  Group  indexes  for  food,  fuel  and  light- 
ing, rent,  clothing  and  sundries  were  given.  An  attempt  was  made  to 
weight  the  commodity  groups  according  to  their  actual  importance, 
but  no  extensive  family  budget  survey  was  carried  out. 
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"The  first  Dominion  Bureau  of  Statistics  index  of  retail  prices 
also  had  tlie  base  1913  =  100.  This  index  was  calculated  using 
prices  from  the  Department  of  Labour  series  as  well  as  those  ob- 
tained directly  from  retailers.  The  weights  used  for  this  index 
were  based  on  estimates  of  the  total  consumption  of  each  commodity 
in  1913.  It  was  subsequently  presented  in  a  revised  form  with  base 
1926  =  100,  at  which  time  the  number  of  priced  commodities  was 
greatly  increased  and  a  system  of  sub-group  and  group  weights  were 
used.  The  whole  vreighting  system  was  again  based  on  estimated  ag- 
gregate consumption  in  Canada. 

"The  index  was  subsequently  revised  in  1940  and  placed  on  the  base 
1935-1939  =  100.  On  this  occasion  there  v^s  a  change  in  the  method 
of  deriving  the  weights,  which  vere  obtained  from  a  family  budget 
survey  conducted  in  1938  of  urban  wage-earner  families  with  annual 
earnings  fran  $450  to  $2,500. 

"A  subsequent  family  expenditure  survey  for  the  period  1947-48  pro- 
vided the  basis  for  the  next  thorough  re-examination  of  the  index. 
At  that  time  its  base  was  changed  to  1949  =  100  and  its  title 
'Cost-of -Living  Index'  was  abandoned  to  avoid  any  implication  that 
the  index  is  a  measure  of  all  changes  in  living  costs.  At  that  time 
also,  a  definition  of  the  index  was  established  v^ich  remains  es- 
sentially unchanged  today. 

"Soon  afterwards,  a  series  of  small-scale  biennial  surveys  of  fam- 
ily expenditure  was  instituted  to  provide  a  basis  for  decisions  on 
the  need  for  subsequent  revisions  of  the  index.  By  1957  and  again 
in  1967,  changes  in  urban  spending  patterns  were  deemed  sufficient 
to  warrant  further  revisions  to  the  Consumer  Price  Index,  which 
took  place  in  1961  and  1973  respectively." (3) 

Effective  September  1978  a  further  revision  was  made  on  the  basis 
of  results  of  the  1974  Urban  Family  Expenditure  survey  carried  out  by 
Statistics  Canada.  As  can  be  seen  from  the  short  history  of  the  CPI, 
its  application  has  become  more  general  over  time,  with  an  expansion  in 
the  number  of  items  to  be  surveyed,  broadening  of  the  population,  and  a 
more  frequent  revision  of  the  index.  Ihe  latest  revision  continues  this 
trend.  Before  looking  at  the  recent  changes,  however,  we  must  under- 
stand how  the  index  actually  wDrks. 


UNDERSTANDING  THE  CONSUMER  PRICE   INDEX 

Ihe  CPI  is  a  comprehensive  measure  of  the  percentage  change  through 
time  in  the  cost  of  purchasing  a  constant  "basket"  of  goods  and  services 
representative  of  the  purchases  of  a  particular  population  group  in  a 
specified  time  period.  An  explanation  of  each  of  the  underlined  phrases 
follows . 
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Change  Through  Time 

The  CPI  is  quoted  as  a  percentage  of  a  base  year  value,  at  present 
1971  =  100.  The  base  has,  to  date,  been  changed  at  about  ten-year  in- 
tervals, and  we  might  therefore  expect  an  update  on  the  basis  of  1981 
data. 

The  value  of  all  items  in  the  current  survey  is  deemed  to  equal  100 
on  the  scale  in  terms  of  1971  prices,  and  the  current  index  therefore 
marks  their  movement  up  or  down  from  that  value.  For  example,  in  Sep- 
tember 1978  the  index  for  television  sets  stood  at  86.3  and  for  dwelling 
insurance  at  334.8.  This  means  that  television  sets  now  cost  86.3  per 
cent  of  what  they  did  in  1971,  and  dwelling  insurance  costs  more  than 
three  times  as  much  as  it  did  in  1971.  Also,  in  September  1978  the 
index  for  butter  was  194.4  and  for  margarine  was  215.8;  this  does  not 
mean  that  margarine  now  costs  mDre  than  butter  but  siirply  that  its  price 
has  risen  faster  frc«n  its  1971  level. 

In  the  present  index  some  items  that  reflect  changed  buying  habits 
or  lifestyle  were  entered  on  the  basis  of  1973  =  100.  A  few  of  them 
are:  frozen  foods;  prepared  and  partially  prepared  dishes  and  snacks; 
women's  sports  and  casual  wear;  coin  laundry  and  dry  cleaning;  hair 
preparations;  stereo  combinations;  pet  expenses;  and  education  fees. 

Constant  Basket  of  Goods  and  Services 

Every  two  years.  Statistics  Canada  carries  out  a  survey  of  Urban 
Family  Expenditure  to  determine  the  spending  patterns  of  the  Canadian 
urban  population.  On  the  basis  of  these  findings  the  most  important 
items  that  are  representative  of  the  average  spending  patterns  are 
selected  for  inclusion  in  the  CPI  measurement.  Nearly  400  elementary 
groups  of  items  make  up  the  "basket"  of  goods  and  services  and  are 
chosen  according  to  two  major  criteria:  Only  those  items  that  have  a 
price  and  for  v^ich  a  "pure"  price  change  can  be  measured  -  that  is,  a 
price  change  that  is  not  related  to  a  change  either  in  the  quality  or 
quantity  of  a  good  or  service  -  are  included.  This  is  necessary  to  en- 
sure that  the  "basket"  remains  constant  over  time,  since  products  change 
or  they  may  be  improved,  downgraded,  or  packaged  differently,  all  of 
which  can  affect  their  price.  For  example,  anyone  v*io  has  recently  pur- 
chased a  chocolate  bar  has  cfcserved  the  reduced  quantity  supplied  for 
the  price.  Another  exanple  occurred  when  seat  belts  in  cars  were  made 
mandatory  and  their  cost  was  added  to  the  purchase  price  of  cars.  Since 
this  new  price  reflected  a  change  in  the  quality  of  the  product,  the 
survey  had  to  determine  what  cost  increase,  if  any,  would  have  occurred 
without  the  enforced  change  in  quality,  and  the  CPI  was  adjusted  only 
for  the  "pure"  price  change. 

The  total  "basket"  is  divided  into  seven  major  categories:  food; 
housing;  clothing;  transportation;  health  and  personal  care;  recreation, 
education,  and  reading;  tobacco  and  alcohol.  Each  category  is  further 
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subdivided  into  groups  ("fruit  and  vegetables"),  sub-groups  ("fresh 
fruit")  and  items  ("oranges").  In  total,  price  changes  for  about  650 
items  are  observed,  though  not  all  of  them  on  a  monthly  basis. 

"The  pricing  cycle  starts  in  the  latter  part  of  each  month  and  ex- 
tends to  the  middle  of  the  following  month;  for  example,  supermar- 
ket pricing  taJces  place  on  the  first  Wednesday,  Iliursday  and  Friday 
of  each  nr>nth.  Although  prices  of  most  CPI  items  including  food, 
clothing,  piiarmaceuticals  and  gasoline  are  collected  every  month, 
some  are  priced  less  frequently.  For  example  haircuts  and  dry 
cleaning  are  normally  priced  quarterly;  automobile  insurance  is 
priced  semi-annually  and  property  taxes  are  priced  on  an  annual 
basis.  However,  such  goods  and  services  scheduled  for  pricing  at 
less  than  monthly  intervals  will  be  priced  in  any  month  when  there 
is  evidence  to  suggest  that  significant  price  changes  may  occur 
prior  to  the  next  regularly  scheduled  pricing." (4) 

The  items  included  are  chosen  because  of  their  importance  in  the 
buying  patterns  of  the  people  surveyed.  Once  the  weight  of  an  item  or 
category  is  assigned  -  that  is,  the  proportionate  Importance  of  the  item 
to  the  \4iole  basket  -  the  individual  items  are  chosen  on  which  price 
measurements  will  be  made.  For  example,  "food"  may  make  up  20  per  cent 
of  the  basket,  with  "food  for  home  consumption"  making  up  17  per  cent. 
Of  that  portion,  "meat  and  poultry"  might  make  up  6  per  cent,  with 
"beef"  at  3  per  cent  and  "rib  cuts"  at  .25  per  cent.  These  percentage 
figures  are  the  weights  of  the  various  items,  sub-groups,  or  groups  in 
the  v^ole. 

Items  are  selected  by  Statistics  Canada  field  workers  vrtio  sample  in 
supermarkets,  specialty  shops,  department  stores,  garages,  hairdressers 
and  so  en  and  consult  trade  publications.  In  many  cases  they  would  con- 
sult with  store  managers  or  owners  to  determine  what  variety,  size,  or 
brand  would  be  most  representative  of  the  average  expenditure  pattern. 
In  this  way,  measurements  can  tie  assumed  to  reflect  the  price  changes 
encountered  by  the  average  consumer.  In  their  discussions  the  field 
workers  try  to  identify  the  popular  brands  of  the  items  in  question  and 
do  not  simply  include  the  middle-priced  brand  or  the  medium-sized  com- 
modity. For  exanple,  perhaps  because  of  fashion  trends  Pierre  Cardin 
shirts  may  more  closely  reflect  the  price  changes  faced  by  the  average 
buyer  than  do  Arrow  shirts;  the  king  size  detergent  box  may  well  outsell 
the  giant  size  for  reasons  not  related  to  price  such  as  cupboard  stor- 
age, weight  v^en  carried  down  to  an  apartment  laundry,  and  so  on.  The 
criteria  used  for  inclusion  are  that  the  items  must  meet  certain  quality 
standards  and  must  be  offered  for  sale  in  reasonable  quantity.  The  pri- 
ces reflected  in  the  CPI  are  those  that  any  member  of  the  public  would 
have  to  pay  on  pricing  day  to  purchase  the  specific  goods  or  services. 

In  some  cases  the  item  to  be  priced  may  be  precisely  specified;  in 
other  cases  the  national  specification  may  be  quite  broad,  and  field 
workers  may  actually  be  pricing  different  varieties  or  brands  of  the 
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given  item  in  different  outlets.  As  an  example  of  a  specific  descrip- 
tion, the  national  description  of  a  "standing  prime  rib  roast  of  beef" 
reads  in  part  as  follows: 

"Grade  A,  red  brand  steer  beef;  bone  in,  short  cut  (7  inches); 
roast  cut  from  the  5-bone  rib  section  next  to  the  wing,  called 
'prime  rib  section";  regular  standing  rib  cut,  no  special  trim  such 
as  'Chef  Style,'  not  frozen;  price  of  1  pound  (454  g.)"(5) 

Over  long  periods  of  time  it  sometimes  becc«nes  undesirable  or  im- 
possible to  collect  prices  for  the  same  item  because  of  changes  in  con- 
sumer preference  or  discontinuance  of  the  particular  item.  Substitutes 
are  chosen  in  such  cases,  with  specifications  fcieing  revised  accordingly 
and  price  quotations  adjusted  to  eliminate  changes  attributable  to  qual- 
ity differences.  The  technique  is  called  "splicing"  (6)  and  requires 
simultaneous  ctoservation  of  the  new  and  old  items  for  the  transition 
period.  Splicing  is  also  used  v^en  retail  outlets  have  to  be  changed 
because  of  the  closing  of  a  store,  for  example,  or  because  the  sairple  to 
be  priced  must  be  reviewed  as  a  result  of  qualitative  changes.  Some 
coranodities,  however,  are  not  suitable  for  the  splicing  technique  be- 
cause the  underlying  assumptions  about  quality  differences  do  not  apply 
or  because  the  old  and  new  prices  are  not  available  simultaneously  in 
the  replacement  period.  For  commodities  such  as  autcsnobiles,  household 
appliances,  home  furnishings,  and  clothing,  for  example,  it  is  necessary 
to  make  a  more  direct  assessment,  based  on  cost  analyses,  of  the  impact 
of  differences  in  quality  en  prices.  In  such  cases  manufacturers  and 
merchandisers  are  consulted. 

Price  movements  can  also  be  inpjted  fran  aie  item  to  another  in  the 
same  elementary  group;  for  exanple,  the  price  of  skim  milk  is  assumed  to 
move  at  the  same  rate  as  that  of  homogenized  milk,  and  therefore  only 
one  would  be  observed  and  any  price  change  would  be  imputed  to  the 
other.  Iitputing  is  also  used  in  a  historical  sense  vAien  a  new  product  is 
added.  For  instance,  \^en  the  new  macaroni-based  prepared  dishes  in  the 
"partially  prepared  food"  category  were  introduced  in  1973,  the  price 
movement  of  packaged,  uncooked  macaroni  between  1961  and  1971  was  used 
as  a  historical  proxy.  This  latter  technique  is  referred  to  as  "link- 
ing." (7)  Splicing  and  linking  procedures  allow  for  maximum  consistency 
in  the  "basket"  of  goods  and  services  to  be  priced  and  therefore  meas- 
ure, as  closely  as  possible,  the  "pure"  price  changes  desired  for  the 
index. 

A  Particular  Population  Group 

Between  1967  and  1978,  the  CPI  target  population  for  spending  pat- 
tern data  was  expanded  from  the  restrictive  definitions  of  the  earlier 
years  to  cover  urban  families  living  in  private  households  ranging  in 
size  fron  two  to  six  persons,  with  annual  incones  in  1967  of  $4,000  to 
$12,000.  In  this  context  "urban"  referred  to  metropolitan  centres  with 
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populations  of  30,000  and  more,  and  the  1971  census  showed  that  there 
were  fifty-nine  such  centres  for  CPI  calculations: 

"For  CPI  purposes,  'urban  centres'  refers  to  Census  Metropolitan 
Areas  (CMAs),  to  Census  Agglomerations  (CAs)  and  to  those  incorpor- 
ated cities  not  part  of  the  CMAs  and  CAs;  two  exceptions  are  the 
Ottawa-Hull  CMA,  which  has  been  split  into  two  parts  because  of  the 
provincial  boundary,  and  the  combination  of  Charlottetown  and  Sum- 
merside,  which  is  considered  a  unit  in  order  to  provide  an  urban 
CPI  for  Prince  Edward  Island." (8) 

Not  all  items  are  priced  in  all  the  urban  centres.  Separate  CPIs 
are  now  published  for  fifteen  centres  each  month. (9)  A  further  eighteen 
centres  have  been  included  in  the  sampling  for  some  time,  though  prices 
are  monitored  for  only  about  three-quarters  of  the  items  covered  in  the 
fifteen  cities'  index. (10)  In  another  group  of  eighteen  centres,  prices 
of  about  one-half  the  items  covered  in  the  fifteen  cities'  index  are 
monitored,  with  concentration  on  food  and  rent. (11)  And  in  a  final  group 
of  eight  centres  price  changes  are  observed  only  for  rents  and  a  few 
other  items. (12) 

"Family"  for  the  Urban  Family  Expenditure  survey  is  an  expanded 
"economic  family,"  as  defined  by  Statistics  Canada: 

"The  family  or  spending  unit  is  defined  as  a  group  of  persons  de- 
pendent on  a  common  or  pooled  incone  for  the  major  items  of  expense 
and  living  in  the  same  dwelling  or  one  financially  independent  in- 
dividual living  alone.  Never-married  sons  or  daughters  living  with 
their  parents  are  considered  as  part  of  their  parents'  spending 
unit.  In  the  great  majority  of  cases  the  members  of  spending  units 
of  two  or  more  are  related  by  blood,  marriage  or  adoption  and  are 
thus  consistent  with  the  'economic  family'  definition  employed  in 
surveys  of  consumer  finance. .. .It  should  be  noted  that  according  to 
the  'econcmic  family'  definition,  unrelated  persons  living  in  the 
same  household  would  be  counted  as  unattached  individuals,  whereas 
in  the  expenditure  survey  it  is  possible  for  two  or  more  unrelated 
persons  to  canprise  cxie  spending  unit. "(13) 

With  the  revision  of  September  1978,  the  previous  restrictions  on  family 
size  (fron  two  to  six  persons)  and  income  ($4,000  to  $12,000  in  1967) 
were  dropped,  which  means  that  unattached  individuals  are  now  included. 
The  concept  of  a  "target  population"  has  thus  evolved  into  a  measure  of 
the  total  population  in  urban  private  households. 

A  Specified  Time  Period 

Not  only  is  the  CPI  expressed  as  an  index  above  a  base  year  figure, 
but  each  month  it  shows  as  a  percentage  increase  over  the  previous  month 
and  over  the  same  month  in  the  preceding  year.  To  find  the  current  rate 
of  change  Statistics   Canada   uses   a   three-month  moving   average   that 
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smooths  out  the  peaks  and  valleys  of  the  ironth-to-month  changes  in  some 
prices  and  more  closely  mirrors  the  underlying  trends.  The  three-month 
moving  average  is  obtained  by  averaging  the  rate  of  change  in  the  par- 
ticular month  in  a  period  and  the  rates  for  the  preceding  and  succeeding 
months.  For  example,  the  increase  for  June  would  be  the  average  of  the 
rate  of  price  chajige  in  May,  June,  and  July,  and  this  would  then  be  mul- 
tiplied by  12  to  get  the  annual  rate  of  increase  in  the  CPI  in  June. 

Over  time,  four  types  of  change  in  consumer  prices  can  be  observed: 

-  the  long-term  trend,  v^4^ich  in  post-war  Canada  has  been  gradually 
and  smoothly  upward; 

-  cyclical  -  that  is,  associated  with  the  business  cycle,  v^ich  in 
Canada  rises  and  falls  over  periods  of  between  three  and  seven 
years;  and  v*iich,  when  coupled  with  the  long-term  trend,  gives 
an  upward  but  uneven  profile;  and 

-  seasonal  movements,  both  shorter  and  sharper  than  the  cyclical. 

"Shocks"  that  are  irregular  and  often  unpredictable  -  for  example, 
strikes,  crop  failures,  and  OPEC  oil  price  increases. 

Statistics  Canada  does  not  quote  seasonally  adjusted  figures  for 
the  Consumer  Price  Index.  The  agency  has  found  that  most  people  simply 
wish  to  know  the  current  index  and  are  not  sufficiently  interested  in 
the  underlying  seasonality  of  the  measurements.  The  use  of  a  seasonally 
adjusted  scale  en  a  general  basis  is  not,  therefore,  significant  enough 
to  outweigh  the  problems  associated  with  its  use  -  for  exanple,  the  con- 
fusion v^en  trying  to  make  point-to-point  comparisons. 

However,  approximately  one-third  of  the  items  in  the  current  CPI 
exhibit  enough  seasonal  change  to  warrant  adjustment  before  publication. 
In  order  to  identify  the  seasonal  factor,  which  is  the  only  one  for 
which  separate  figures  are  issued,  the  long-term  trends  and  business- 
cycle  movements  are  eliminated  by  a  computer  program,  leaving  only  sea- 
sonal changes  and  "shocks"  in  the  figures. (14)  To  be  taken  into  account, 
seasonal  effects  must  have  appeared  consistently  at  a  particular  time 
for  a  certain  period,  say  three  to  five  years.  Exanples  of  normal  sea- 
sonal fluctuations  would  be  the  entry  of  Canadian  produce  into  the  mar- 
ket each  summer,  pre-Christmas  retail  buying,  and  January  sales.  Sea- 
sonal adjustment,  therefore,  eliminates  these  fluctuations  in  order  to 
reveal  the  changes  that  result  from  other  factors. 


THE  1974  REVISICW  OF  WEIGHTS 

While  the  elimination  of  the  family  size  and  inccwne  restrictions  in 
the  October  1978  revision  was  an  inportant  change  in  the  calculation  of 
the  CPI,  a  more  fundamental  alteration  was  the  adjustment  of  weights  for 
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various  cxDmponents  tx)  reflect  the  spending  patterns  established  in  the 
1974  survey  of  Urban  Family  Expenditure.  This  resulted  in  some  readjust- 
ment of  the  inportance  of  some  of  the  categories,  since  the  previous  CPI 
weights  were  based  on  the  1969  survey,  which  measured  prices  in  1967. 
Table  1  shows  the  relative  importance  in  the  "basket"  of  the  major  com- 
ponents in  the  old  and  new  series. 

Table  1 

Ccxrparison  of  1967  and  1974  Expenditure  Weights  Used  in  the  Consumer 
Price  Index,  by  Major  Ccxnponent 

1974         1967 

All  items(a) 

Food 

Housing 

Clothing 

Transportat  ion 

Health  and  personal  care 

Recreation,  reading,  and  education 

Tobacco  and  alcohol 

a  Detail  may  not  add  to  100  per  cent  because  of  rounding. 

Source  Statistics  Canada,  The  Consumer  Price  Index,  Cat.  62-001, 
(February  1979),  p.  19. 

Ihese  weights  represent  1974  quantities  valued  in  1974  prices  and  1967 
quantities  valued  in  1967  prices.  The  new  indexes  were  "linked"  to  the 
old  in  September  1978  to  ensure  that  the  series  remains  conceptually 
equivalent  over  time.  The  base  is  still  1971  =  100  except  for 
Charlotte town-Summer side,  vAiich  was  added  in  1974  to  the  cities'  index. 

Table  1  shows  that  the  proportion  of  total  expenditures  on  food, 
clothing,  and  health  and  personal  care,  has  diminished  to  varying  de- 
grees; the  share  of  expenditures  of  the  other  oonponent  has  increased. 

A  more  detailed  oonparison  appears  in  Table  2,  which  examines  the 
old  and  new  weights  in  terms  of  the  old  and  new  family  size  and  income 
constraints  in  1967,  1974,  and  September  1978  dollars.  Statistics 
Canada  cautions  that  CHily  those  values  expressed  in  prices  of  the  same 
period  may  be  compared  for  the  purpose  of  detecting  the  possible  impact 
of  quantitative  changes  between  the  1967  and  1974  baskets  on  the  all- 
items  CPI  for  Canada.  (16)  Such  a  comparison  in  T^le  2  is  found  in  the 
"1967  basket  in  1974  prices"  and  "1974  prices  without  constraints"  cate- 
gories. The  comparison  shows  a  greater  decline  for  food,  almost  none  for 
clothing,  and  health  and  personal  care;  a  lesser  increase  for  housing; 
and  a  greater  increase  for  transportation;  recreation,  reading  and  edu- 
cation; and  tobacco  and  alcohol  than  did  the  figures  in  Table  1,  which 
were  based  on  1967  and  1974  dollars,  respectively. 
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APPLICATION  OF  THE  CONSUMER  PRICE  INDEX 

The  CPI  is  used  widely  as  a  guideline  for  negotiated  wage  increases 
and  cost  of  living  allowances  (COLA)  and  for  discretionary  increases  in 
wages,  salaries,  or  fringe  benefits.  In  addition,  legislation  frequently 
ties  increases  in  payments  or  exemptions  in  government  programs  speci- 
fically to  the  Consumer  Price  Index  in  order  to  preserve  their  "real" 
value.  Sonne  exanples  include  the  Income  Tax  Act,  which  allows  for  the 
indexing  of  personal  exemptions  according  to  the  CPI;  War  Veteran's 
Allowances  and  the  Old  Age  Security  program  (which  includes  the  Guaran- 
teed Income  Supplement  and  Spouse's  Allowance)  escalate  their  payments 
every  quarter  (January,  /^ril,  July,  October)  for  changes  in  the  CPI  ; 
Canada  Pension  Plan  benefits  are  increased  each  January  to  reflect  CPI 
increases,  as  are  payments  of  Family  Allowances  and  other  federal  pen- 
sion benefits. (17)  In  some  cases  legislation  simply  provides  authority 
for  increased  payments  based  on  the  cost  of  living,  without  defining 
cost  of  living  or  its  measurement,  (18)  and  in  other  cases  reference  to 
the  CPI  might  be  made  frcxn  time  to  time  for  the  purpose  of  escalating 
premiums  or  benefits,  without  requiring  any  legislative  authority  for 
such  increases. (19) 


THE  CPI  AND  PENSIONERS 

Since  the  two  tiers  of  government  pensions  (OAS/GIS  and  CPP)  are 
now  tied  to  the  CPI,  its  inp^rtance  as  a  measurement  is  obvious.  But 
frequent  calls  have  been  heard  for  the  development  of  a  "pensioner 
index"  which,  it  is  argued,  would  be  more  relevant  as  a  guide  for  the 
escalation  of  pension  benefits.  Before  developing  a  new  index  based  on 
pensioners'  spending  habits  it  is  important  to  see  if  those  spending 
habits  differ  fron  those  of  the  rest  of  the  population,  and  if  so,  how; 
and  to  examine  those  components  of  the  CPI  "basket"  that  absorb  the 
greatest  share  of  pensioners'  inccsnes  to  see  if  they  have  increased  or 
decreased  differently  frcm  the  v^ole  "basket." 

The  latest  CPI  revision,  which  eliminated  the  restrictions  on  fam- 
ily size  and  income,  means  that  the  overall  target  population  represents 
the  retired  more  closely  than  the  earlier  measure.  We  know,  for  exam- 
ple, fron  the  1971  census  which  is  the  basis  for  the  selection  of  the 
urban  centres  for  CPI  purposes  that  the  older  population  was  "urban"  to 
about  the  same  extent  as  the  total  population.  Table  3  shows  us  that  in 
1971,  58.5  per  cent  of  the  total  population  and  54.8  per  cent  of  the 
population  65  and  over  lived  in  the  urban  target  areas  with  30,000  or 
more  persons. 

We  also  know  from  census  figures  that  older  women  fall  largely  into 
the  "single,  widowed,  and  divorced"  categories  and  that  the  elimination 
of  the  family  size  restrictions  will  increase  the  pertinence  of  the  sur- 
vey to  that  older  single  female  population  who  are  at  the  lower  end  of 
the  income  scale.  For  purposes  of  oonparison,  figures  for  1971,  on  which 
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the  1974  Expenditure  Survey  was  based,  are  contrasted  with  comparable 
data  for  1976  in  Table  4. 

Table  3 

Urban  and  Rural  Residence  by  Size  of  Centre,  for  Total  Population  and 

Population  65  and  Over,  1971 

Total  population 65  and  over 

Urban 

100,000  and  over 

30,000  to  99,999 

10,000  to  29,999 
Less  than  10,000 

Rural 
Farm 
Non-farm 

Total  100.0  100.0 

Source  Statistics  Canada,  Perspective  Canada  II,  Cat.  11-508,  p.  43, 
Table  3.6. 

Table  4 

Population  by  Age  Group  and  Sex,  1971  and  1976 

Married    Single    Widowed    Divorced 


(Per 

cent) 

76.1 

75.7 

47.5 

46.1 

9.0 

8.7 

8.1 

7.8 

11.5 

13.1 

23.9 

24.3 

6.6 

4.7 

17.3 

19.6 

1971 

Male 

15-64 

65  and 

over 

Female 

15-64 

65  and 

over 

1976 

Male 

15-64 

65  and 

over 

Female 

15-64 

65  and 

over 

(Per  cent) 

64.1 

34.0 

0.9 

1.0 

71.8 

10.6 

16.7 

0.9 

67.4 

27.0 

4.2 

1.4 

39.2 

10.7 

49.4 

0.7 

63.9      33.9      0.7       1.4 
73.8       9.5      15.2       1.2 


33.9 

0.7 

9.5 

15.2 

26.7 

3.9 

10.2 

49.8 

67.1      26.7      3.9       2.3 
38.9      10.2      49.8       1.0 


Source  Statistics  Canada,  Census  of  Canada,  1971,  Cat.  92-730,  Vol. 
1.4;  and  Census  of  Canada,  1976,  Cat.  92-825,  Vol.  2. 

While  not  all  unmarried  people  live  in  single-person  households, 
the  extension  of  the  definition  of  family  could  incorporate  up  to  28  per 
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cent  of  the  senior  men  and  60  per  cent  of  the  senior  women.  The  widened 
definition  of  family  now  covers  virtually  all  but  the  nursing  home  popu- 
lation. Table  5  shows  the  living  arrangements  of  the  senior  population 
and  indicates  that  a  sizeable  proportion  of  the  older  females  live  alone. 

Table  5 

Living  Arrangements  of  Persons  65  and  Over  by  Sex,  1971 

Male Female 

(Per  cent) 
Living  in  a  family (a)  74.1         53.5 

Own  family  or  group(b)  8.1         12.7 

Tbtal  family  82.2         66.2 

Living  alone (c)  11.1  24.6 
Living  in  collective 

housing(d)  6.7  9.2 

Total  100.0  100.0 

a  The  family  in  this  case  is  the  "economic  family." 

b  Includes  persons  living  with  economic  families  of  which  they  are  not 
a  member  and  persons  sharing  the  household  with  other  non-family 
persons . 

c  Does  not  include  persons  living  alone  in  collective  housing. 

d  Includes  persons  living  in  hotels,  motels,  nursing  homes,  staff  resi- 
dences, military  and  lodging  houses,  and  other  institutions. 

Source  Statistics  Canada,  Perspective  Canada  II,  Cat.  11-508,  Table 
3.10,  p.  45. 

More  critical  than  the  family  size  definition,  however,  is  the 
former  limitation  to  familius  "with  $4,000  to  $12,000  income  in  1967"  - 
the  middle-income  group.  Income  distribution  figures  indicate  that  in- 
comes of  the  senior  population  are  below  the  average  for  all  age  groups 
(Table  6).  The  removal  of  the  income  limitations  has,  therefore,  elimi- 
nated the  bias  against  lower-income  families  that  would  have  excluded 
many  of  those  65  and  over. 

Table  6 

Average  Family  Income  for  All  Families  and  for  Those 

Headed  by  Persons  65  and  Over,  1967-76 

All  families Families  65  and  over 

(Dollars) 
1967  7,702  5,211 

1976 19,000 11,848 

Source  Statistics  Canada,  Income  Distributions  by 

Size  in  Canada,  1967,  Cat.  13-534,  p.  21, 

Table  4;  and  Income  Distributions  by  Size  in 

Canada,  1976,  Cat.  13-207,  p.  40,  Table  4. 
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In  summary,  the  new  definition  of  urban  families  included  in  the 
Expenditure  Survey  means  that  the  population  surveyed  is  as  relevant  to 
those  65  and  over  as  to  the  whole  population.  Once  we  are  satisfied 
that  the  sample  is  not  biased  against  seniors,  we  must  examine  how  their 
spending  patterns  compare  with  those  of  the  population  as  a  v^iole. 

Spending  Patterns 

The  1974  survey,  v*iich  forms  the  basis  of  the  new  CPI  measurement, 
shows  the  proportion  of  budget  spent  on  the  major  items  in  the  survey  by 
the  total  population  and  those  65  and  over  without  the  old  family  size 
and  incone  constraints   (Table  7 ) . 

From  Table  7  it  is  clear  that  the  population  65  and  over  spends  a 
substantially  larger  proportion  of  incone  on  food  and  shelter  than  does 
the  general  population.  Medical  and  health  care  costs  take  marginally 
more  of  seniors'  incanes.  Whether  the  differences  in  food,  shelter,  and 
transportation  costs  warrant  a  separate  index  for  pensioners  is 
questionable. 

The  senior  population  may  vrell  be  spending  less  money  en  food  than 
their  younger  counterparts,  but  because  of  their  lower  average  incomes 
it  absorbs  a  higher  percentage  of  their  budget.  In  addition,  the  food 
is  consumed  predcminantly  at  home,  with  "food  and  beverages  in  eating 
places"  absorbing  an  average  of  $4.64  per  week  for  the  older  families 
against  $11.67  for  families  headed  by  someone  under  45,  and  $2.57  for 
unattached  individuals  65  and  over  oanpared  with  $10.43  for  those  under 
45.(20)  Buying  habits  show  that  the  diet  of  the  senior  population 
includes  large  amounts  of  not  very  nutritious  food,  such  as  cookies, 
cakes,  soft  drinks,  candy,  gum,  and  marslimallows .  Oioices  in  buying  are 
not,  therefore,  made  solely  en  the  basis  of  financial  resources,  since 
many  of  the  above  items  are  higher  priced  than  some  that  would  provide 
proper  nutrition. 

With  the  revision  of  weights  between  the  1967  and  1974  surveys,  the 
amount  spent  by  all  groups  on  "food"  decreased  fron  28  per  cent  to  21.5 
per  cent  of  the  "basket"  in  1974  prices  (see  rteble  2).  Statistics  Canada 
continued  to  measure  the  CPI  from  1974  to  1978  according  to  the  "old" 
series  for  purposes  of  comparison  and  found  that  the  "new"  series  yields 
a  slightly  lower  index  than  the  old  over  that  period.  The  explanation 
is  that  expenditures  on  food,  which  tended  to  rise  more  rapidly  than 
those  on  non-food  items  over  the  period,  absorbed  a  smaller  proportion 
of  the  basket  and  therefore  had  less  effect  on  the  "new"  measurements. 

"IXiring  the  period  under  consideration,  however,  food  prices  were 
not  constantly  rising  at  a  higher  rate  than  other  prices  and, 
therefore,  the  divergence  between  the  two  All-items  consumer  price 
index  series  was  not  cumulating  consistently  through  time.  The  di- 
vergence increased  in  1975  up  to  the  month  of  June,  then  remained 
stable  up  to  November  of  that  year.      From  December  1975  to  /^ril 
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Table  7 

Proportion  of  Budget  Spent,  by   All  Families  and  Unattached  Individuals 

and  All  Families  and  Individuals  65  and  Over,  by  Item,  1974 


All 


65  and  over 


Food 
Shelter 

Rented 

Qvned 

Other 

Water  and  fuel 
Household  operation 
Furniture  and  equijxnent 

Household  appliances 

Other 
Clothing 
Personal  care 
Medical  and  health  care 
Smoking  and  alcohol 
Travel  and  transportation 

Autonobile 
Purchase 
Operation 

Other 
Recreation 
Reading 
Ek3ucation 
Miscellaneous 


(Per 

cent) 

17.2 

22.2(a) 

15.0 

21.5(a) 

5.5 

9.6(a) 

6.4 

6.9(a) 

.7 

.7 

2.4 

4.2(a) 

3.7 

4.7(a) 

4.9 

3.9 

1.1 

.8 

3.8 

3.1 

7.1 

5.9 

1.7 

2.0(a) 

2.1 

2.8(a) 

3.4 

2.9 

12.2 

9.5 

9.5 

7.0 

4.5 

3.1 

5.0 

3.9 

2.7 

3.5(a) 

3.9 

3.5 

.6 

.8(a) 

.8 

.1 

2.1 

1.6 

Total  current 


74.5 


81.5(a) 


Personal  taxes 

Security 

Gifts  and  contributions 


18.4 
5.0 
2.1 


11.6 
2.3 
4.6(a) 


Total  expenditure 


100.0 


100.0 


a  Items  on  which  the  senior  population  spends  a  greater  proportion  than 
the  general  population. 

Source  Statistics  Canada,  Urban  Family  Expenditure,  1975,  Cat.  62-544, 
pp.  14-15,  Table  7. 

1976  the  divergence  decreased  to  the  point  that  it  totally  disap- 
peared in  April  1976,  and  then  remained  at  a  very  low  level  up  to 
January  1977  (during  that  time,  food  prices  were  rising  at  a  rate 
similar  to  or  lower  than  those  for  non-food  prices).  From  January 

1977  to  July  1978  the  divergence  grew  rapidly  but  this  latter  ten- 
dency was  again  reversed  in  August  and  September  1978.  In  September 
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1978  the  All-items  index  of  the  "new"  series  was  138.4,  v*iereas  the 
cxjrresponding  index  of  the  previous  series  was  142.0.  This  repre- 
sented a  difference  of  2.6  per  cent,  accumulated  over  a  period  of 
almost  five  full  years. "(21) 

In  other  words,  the  indexed  portion  of  the  senior  population's  income 
rose  higher  because  of  price  increases  in  non-food  items  than  it  would 
had  the  CPI  been  based  on  food  alone.  Statistics  Canada  also  noted  that: 

"For  Food,  the  'new'  series  indexes  are  higher  than  those  of  the 
previous  series  up  to  the  end  of  1977  [emphasis  author's]  .  This 
. .  .may  be  explained  to  a  large  degree  by  a  conbination  of  the  fol- 
lowing factors: 

-  among  food  products,  meat  (in  particular  beef)  had  a  rela- 
tively larger  share  in  the  1967  basket  than  in  the  1974  bas- 
ket, v\^ile  the  reverse  was  true  with  respect  to  Food  away  from 
hone; 

-  meat  prices  (in  particular,  beef  prices)  rose  less  than  the 
overall  Food  price  index  between  January  1977  and  the  end  of 
that  year,  while  the  reverse  was  observed  with  respect  to 
prices  for  Food  away  from  home. "(22) 

Since  "food  away  fron  home"  is  a  much  smaller  budget  item  for  the 
over  65  than  for  the  younger  population,  its  heavier  weight  in  the  new 
"basket"  means  that  much  of  the  contributing  factor  to  the  rise  in  food 
prices  does  not  significantly  affect  those  65  and  over.  The  relevance 
of  a  "food  only"  index  for  pensioners,  given  its  decreased  importance  in 
the  whole  "basket"  for  pensioners,  would,  therefore,  be  questionable. 

Between  those  65  and  over  and  the  rest  of  the  population,  the  dis- 
parity in  the  percentage  of  their  budget  spent  on  shelter  is  even 
greater  than  it  is  for  food.  The  greatest  divergence  is  in  the  "rent" 
portion  even  though  rents  have  risen  less  quickly  than  have  some  of  the 
costs  of  home  ownership.  The  weights  in  the  new  CPI  basket  for  tenancy 
costs  fell  fron  8.40  to  6.76  while  home  ownership  costs  increased  from 
9.48  to  11.90.  This  is  explained  by  the  differing  rates  at  which  the 
components  of  the  shelter  portion  have  increased  in  price.  For  example, 
from  January  1971  to  December  1977,  on  the  basis  of  1971  average  =  100, 
the  index  for  some  items  showed  the  following  increases: 


January  1971 

December  1977 

Mortgage  interest 

96.4 

206.2 

Property  tax 

99.9 

151.8 

New  houses 

96.4 

185.9 

Rent 

99.4 

129.8(23) 
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Both  renters  and  owners  in  the  over  65  age  group  have  been  somewhat 
protected  from  the  rise  in  some  of  the  shelter  costs.  The  program  of 
rent  control  and  review  introduced  in  1975  in  Ontario  has  slowed  rental 
increases  for  the  30  per  cent  of  senior  household  heads  who  rent  their 
accommodations.  Those  who  own  are  primarily  not  recent  purchasers  of 
homes  and  therefore  are  not  faced  with  the  escalating  purchase  prices. 
Few  of  them  have  mortgages  (7.3  per  cent  of  family  heads  in  Ontario  65 
and  over)  and  if  they  do  they  have  lived  in  their  homes  for  longer  per- 
iods than  the  younger  population  (59.5  per  cent  have  lived  there  for 
more  than  10  years,  as  against  32.9  per  cent  for  all  household  heads  in 
Oitario)  and  consequently  any  mortgage  is  likely  to  have  been  negotiated 
in  the  days  of  lower  interest  rates. (24) 

Table  7  shows  that  household  operation  absorbs  a  slightly  higher 
percentage  of  the  budget  of  the  population  65  and  over  than  of  the 
younger  groups.  Without  knowing  behaviour  patterns  it  is  difficult  to 
identify  the  reasons  for  the  increased  proportion  of  budget,  though  one 
might  hypothesize  that  older  people  must  pay  for  some  services,  such  as 
snow-shovelling  or  installation  of  storm  windows,  that  younger  people 
perform  for  themselves. 

Transportation  costs  in  general  and  "autonobile"  costs  in  particu- 
lar are  lower  for  those  65  and  over  than  for  the  general  population. 
However,  there  is  a  small  difference  in  the  "other  transportation" 
category  that  might  reflect  the  need  to  take  taxis  or  pay  for  public 
transportation.  Discounts  are  provided  on  public  transportation,  but 
increased  usage  at  half  fare  might  still  produce  a  higher  cost,  when 
coupled  with  taxis,  than  full  fare  expenses  for  the  younger  persons  in 
our  car-dominated  society.  Older  people  can  also  take  advantage  of  re- 
duced fares  on  trains,  buses,  and  airlines  to  travel  for  pleasure  to  a 
greater  extent  than  the  younger  population.  The  divergence  in  spending 
patterns  is  not  sufficiently  great  to  jeopardize  the  relevance  of  the 
CPI  to  the  target  population. 

A  further  item  -  gifts  and  contributions  -  should  be  considered  in 
this  discussion  of  spending  patterns.  While  this  category  absorbs  only 
4.6  per  cent  of  the  senior's  budget,  that  is  more  than  double  the  figure 
for  the  total  population  (2.1  per  cent)  and  is  greater  than  the  portion 
spent  by  seniors  on  some  necessities  and  recreation.  In  other  words, 
what  the  population  65  and  over  chooses  to  spend  its  money  an  still  al- 
lows for  these  discretionary  expenditures  that  could  be  transferred  to 
food,  housing,  or  clothing  if  need  be.  Such  a  decision  may  have  less  to 
do  with  available  financial  resources  than  with  social  pressures,  but  it 
suggests  that  for  some  at  least,  there  is  roan  in  the  budget  for  extras. 

Only  in  two  major  sectors,  therefore  -  food  and  shelter  -  are  there 
appreciable  differences  in  spending  patterns,  and  the  arguments  for  a 
separate  CPI  based  on  these  divergences  are  not  convincing. 


257 


Inccxne  Levels 

Spending  patterns  for  many  in  the  65  and  over  group  resemble  those 
of  low-inccme  groups,  particularly  in  the  food  cxai^xDnent.  Table  8  com- 
pares spending  of  low-income  families  and  unattached  individuals  with 
low  incomes  with  that  of  the  65  and  over  group. 

Table  8 

Proportion  of  Budget  Spent  by  Item,  for  Families  and  Unattached  Individuals  61 

and  Over,  and  Low-Income  Families  and  Unattached  Individuals,  1974 


Families  and  unattached 

Unattached 

Families  of 

individuals 

individuals 
Lew  incc«ne 

two  or  more 

65  and  over 

Lew  inccsne 

(Per  cent) 

Food 

22.2 

28.4 

30.9 

Shelter 

21.5 

33.4 

23.4 

Rented 

9.6 

24.7 

14.2 

Owned 

6.9 

4.5 

4.4 

Other 

.7 

.2 

.3 

Water  and  fuel 

4.2 

4.0 

4.5 

Household  operation 

4.7 

5.4 

5.2 

Furniture  and  equipstient 

3.9 

3.3 

4.6 

Household  appliances 

.8 

.5 

1.3 

Other 

3.1 

2.9 

3.3 

Clothing 

5.9 

5.5 

7.2 

Personal  care 

2.0 

2.1 

2.2 

Medical  and  health  care 

2.8 

2.5 

2.5 

Smoking  and  alcohol 

2.9 

3.9 

4.0 

Travel  and  transportation 

9.5 

4.9 

7.8 

AutOTobile 

7.0 

1.7 

5.2 

Purchase 

3.1 

.6 

1.9 

Operation 

3.9 

1.2 

3.2 

Other 

3.5 

3.1 

2.6 

Recreation 

3.5 

3.2 

3.0 

Reading 

.8 

.9 

.7 

Education 

.1 

.5 

.7 

Miscellaneous 

1.6 

1.3 

2.2 

Total  current 

81.5 

95.3 

94.4 

Personal  taxes 

11.6 

1.0 

2.6 

Security 

2.3 

.5 

1.5 

Gifts  and  contributions 

4.6 

3.2 

1.5 

Total  expenditure 

100.0 

100.0 

100.0 

Source  Statistics  Canada, 

Urban  Family  Expenditure, 

1974,  Cat. 

62-544,  pp.  li 

15,  and  174. 

We  know  from  income  studies  that  those  65  and  over  are  represented 
disproportionately  in  low- income  groups,  and  particularly  in  the  unat- 
tached individuals  category.  Figures  for  1976  show  that  family  heads 
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and  unattached  individuals  aged  65  to  69  comprised  5.9  per  cent  of  the 
total  population,  but  10.7  per  cent  of  the  lowest  income  quintile,  and 
8.8  per  cent  of  the  second  quintile;  those  70  and  over  comprise  11.1  per 
cent  of  the  total,  but  31.2  per  cent  of  the  lowest  and  15.1  per  cent  of 
the  second  quintile. (25)  We  must  therefore  expect  that  many  of  the  same 
people  will  figure  in  the  "65  and  over"  and  the  two  "low  income"  columns 
of  T^le  8,  emphasizing  the  distortion  in  spending  patterns. 

Based  on  these  figures  we  might  conjecture  that  what  sets  the  older 
population  apart  from  the  rest,  in  relation  to  the  CPI,  is  not  their  age 
but  rather  their  income  level.  We  should  then  ask  ourselves  if,  rather 
than  designing  a  "pensioner  index"  as  a  solution  to  the  maintenance  of 
purchasing  power  for  the  retired,  a  "low-income"  index  would  be  more 
appropriate.  Studies  that  have  explored  such  an  option  have  concluded 
that  it  would  not. 

A  study  prepared  by  Statistics  Canada  reweighted  components  based 
on  the  1969  Family  Expenditure  Survey  and  prepared  a  conparative  CPI  for 
low-income  families.  The  resulting  figures  are  shown  in  Table  9. 

The  study  found  that  the  official  CPI  over  the  period  from  June 
1973  to  June  1977  (that  is,  following  the  serious  dislocation  of  expend- 
itures resulting  from  the  OPEC  oil  price  increases)  was  higher  than  the 
low-incone  index  (Table  10). 

The  study  advanced  the  following  explanation: 

"Two  features  of  the  above  ocxnparison  deserve  particular  attention 
because  of  their  impact  on  the  overall  difference  between  the  two 
consumer  price  indexes: 

-  low-incoT^e  families  spend  considerably  more  on  food  than  do 
members  of  the  CPI  target  group,  as  a  percentage  of  their 
total  expenditures  (and  therefore  food  price  movements  have  a 
greater  impact  on  the  low-income  series  than  on  the  official 
CPI). 

-  within  the  shelter  ocarponent  of  housing,  tenancy  is  more  im- 
portant to  low-income  families  than  home  ownership  while  the 
reverse  is  true  for  the  official  target  group. "(26) 

While  the  size  of  the  low-income  family  as  defined  for  the  study  is 
larger  than  an  older  household  would  be  and  consequently  could  profit 
from  some  economies  of  scale  in  expenditures,  food  and  housing  compon- 
ents of  the  CPI  affect  both  low-incoue  and  senior  households  differently 
fron  the  rest  of  the  population.  Both  low-income  and  senior  households 
are  disproportionately  hit  by  food  price  increases,  particularly  for 
food  to  be  consumed  at  hone.  The  results  of  the  low-inccme  CPI  study, 
therefore,  are  of  interest  to  those  v^o  are  concerned  about  the  older 
population. 
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Table  10 

Comparison  of  CPIs  for  Official  Target  Group  and  Low-Income  Families, 

June  1977 


Official  target 
group(a) 


Low- income 
families 


All  items 
Food 
Housing 

Shelter 

Tenancy 

Home  ownership 
Household  operation 
Other  major  oanponents(b) 
All  items  except  food 
All  items  except  housing 


(April  1973  =  100) 


145.2 

143.8 

150.6 

149.6 

147.0 

143.1 

142.1 

135.9 

123.6 

123.6 

154.1 

154.0 

154.7 

154.2 

140.2(c) 

139.3 

143.2 

141.2 

144.3(c) 

144.2 

a     Rebased  fron  official  CPI  series. 

b     Includes  clothing;   transportation;  health  and  personal  care;    recrea- 
tion,  education  and  reading;   and  tobacco  and  alcohol, 
c     Official  target  group  rebased  and  aggregated  frcm  official  CPI. 

Source  Gordon  Walford,  "Experimental  Study:  A  Consumer  Price  Index  for 
Low-Income  Families,"  Canadian  Statistical  Review,  Cat.  11-003 
(April  1978),   P.   xii. 

A  discussion  of  the  relevance  of  the  CPI  to  certain  groups  also 
figured  in  the  Econonic  Council  of  Canada's  Eleventh  Annual  Review.  The 
Council  was  conmenting  in  1974,  before  the  new  weights  were  introduced, 
when  it  stated: 

"Demands  for  greater  selectivity  in  the  choice  of  index  might 
appear  to  be  appropriate  if  changes  in  the  consumer  price  index 
were  found  to  deviate  substantially  from  the  actual  price-change 
experiences  of  different  groups  -  whether  classified  according  to 
their  incomes  for  tax  purposes  or  by  demographic  or  social 
characteristics . " ( 27 ) 

The  Council  measured  several  specially  weighted  baskets  for  families  of 
two  or  iTore  of  varying  income  levels  and  found  that  the  impact  of  price 
increases  did  not  correlate  with  income  level  in  any  meaningful  way 
(Table  11). 

In  discussing  the  role  of  any  index,   the  Council  wrote: 

"...  it  is  appropriate  to  consider  whether  the  purpose  of  indexation 
schemes  is  to  conpensate  individuals  and  groups  for  the  loss  of 
general  purchasing  power  arising  from  inflation,  or  whether  it  is 
to  protect,    indefinitely,    their  particular    initial   real    living 
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standards.  If  it  is  the  latter,  since  relative  price  changes  are 
always  taking  place  -  for  exannple,  because  of  different  rates  of 
productivity  growth  in  different  industries  -  a  case  would  exist 
for  tying  particular  categories  of  incone  to  particular  price  in- 
dexes in  order  to  preserve  the  real  incomes  of  those  involved,  even 
in  a  situation  of  zero  inflation.  If,  on  the  other  hand,  the  pur- 
pose of  indexation  is  to  compensate  for  general  inflation,  then  it 
appears  most  appropriate  to  employ  a  general  index  (such  as  the 
consumer  price  index)  for  this  purpose.  Clearly,  many  other  schemes 
and  programs  are  designed  to  preserve,  modify,  or  improve  the  real 
living  standards  of  particular  income  groups.  It  appears  to  us, 
however,  that  indexation  is  best  directed  towards  the  primary  aim 
of  compensating  individuals  for  those  losses  of  general  purchasing 
power  arising  from  inflation.  Even  a  highly  complex  system  of  spe- 
cial indexes  for  particular  groups  would  still  give  rise  to  anoma- 
lies and  inperfections  if  the  objective  were  to  prevent  each  indi- 
vidual's initial  real  income  from  changing  as  a  result  of  price 
variations,  ^^rt  fron  being  administratively  costly,  special  in- 
dexes might  also  introduce  undesirable  rigidities  into  our  social 
and  econanic  relationships. "(28) 

Table  11 

Consumer  Price  Index,  by  Income  Class,  All  Families  or  Two  or  More 

Persons,  1969  and  1974 

Index 


Under  $3,000 
$  3,000-$3,999 

4,000-  4,999 

5,000-  5,999 

6,000-  6,999 

7,000-  7,999 

8,000-  8,999 

9,000-  9,999 
10,000-10,999 
11,000-11,999 
12,000-14,999 
15,000  or  over 

CPI  122.6  161.9 


January  1969 

April  1974 

(1961  =  100) 

121.8 

162.7 

121.7 

161.2 

121.4 

160.6 

121.5 

160.0 

121.5 

159.9 

124.4 

163.8 

121.7 

160.3 

122.2 

161.4 

122.2 

160.6 

122.0 

160.5 

122.0 

160.3 

122.6 

161.4 

Source  Econcxnic  Council  of  Canada,  Eleventh  Annual  Review:  Economic 
Targets  and  Social  Indicators,  (Ottawa:  Information  Canada, 
1974),  Table  7-4. 

Another  study  that  examined  the  pertinence  of  special  indexes  for 
various  income,  demographic,  or  geographic  groups  was  that  carried  out 
by  the  Policy  Research  and  Strategic  Planning  Division  of  the  Department 
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of  National  Health  and  Welfare.  The  study,  originally  based  on  the  1969 
consumer  expenditure  patterns  was  re-examined  in  the  light  of  the 
changes  in  spending  patterns  registered  in  the  1974  survey.  Ilie  conclu- 
sion remained  the  same: 

"...welfare  and  pension  benefits  would  not  be  significantly  differ- 
ent if  they  were  escalated  according  to  price  indexes  based  on  the 
expenditure  patterns  of  the  specific  income/demographic  groups  in- 
stead of  the  overall  Consumer  Price  Index. "(29) 

The  study  examined  price  movements  over  the  1965-77  period  inclu- 
sive based  on  1969  and  1974  weights  for  different  income  groups.  In 
both  cases  two  sets  of  measurements  were  taken:  one  based  on  the  seven 
major  categories  in  CPI  (food;  housing;  clothing;  transportation;  med- 
ical and  personal  care;  reading,  recreation  and  education;  tobacco  and 
alcohol),  and  the  second  based  on  twenty-eight  fine  categories  within 
these  seven  groups. 

The  results  of  the  study  bear  out  the  findings  of  the  two  previous 
papers  in  the  matter  of  food  and  housing  costs  and  their  impact  on  dif- 
ferent incone  groups.  In  the  former  category,  consumption  of  "restau- 
rant foods"  v*iich  increased  faster  than  that  of  most  other  food  items, 
had  a  disproportionate  impact  on  the  high-incone  group  v*io  spend  more  on 
this  item  (5.4  per  cent  of  budget)  than  the  middle-or  low-income  groups 
(3.4  and  3.0  per  cent,  respectively),  based  on  1969  weights.  In  the  lat- 
ter category,  rent  assumed  a  greater  proportion  of  the  low-inccme  budget 
(12.9  per  cent)  than  the  middle- income  (8.2  per  cent)  or  the  high-inccane 
(3.3  per  cent)  budget  and  consequently  the  low- income  group  has  been 
protected,  since  rent  rose  more  slowly  than  home  ownership  costs  over 
the  1966-77  period.  In  the  study  based  on  1969  weights,  three  income 
levels  were  used;  in  the  study  en  1974  weights,  four.  Table  12  shows 
the  results  of  the  study  using  the  twenty-eight-category  list  of  items 
for  measurement. 

The  1969  weights  show  that  the  low-inccsne  index  exceeded  the  CPI  in 
1966,  1970,  and  1972-77,  but  by  a  maximum  of  .7.  Contrast  this  with  the 
high-incone  index  v*iich  was  greater  than  CPI  in  every  year  and  by  as 
much  as  4.1  in  1977.  Based  en  the  1974  weights,  only  in  1973  did  the 
low-inccme  index  exceed  the  CPI,  and  that  by  .3,  v\^ereas  again  the  high- 
inccme  group  was  higher  every  year,  by  as  much  as  8.2  in  1977.  Rather 
than  penalizing  the  lower  income  groups,  the  CPI  presently  in  use  has 
greater  in^ct  on  the  highest  group  in  both  parts  of  the  study.  This 
supports  the  view  expressed  previously  that  low-income  groups,  and 
therefore  pensioners,  are  as  well  off  under  CPI  as  they  would  be  under  a 
more  selective  price  index,  vrfien  the  aim  of  the  indexing  is  to  maintain 
their  purchasing  power. 

The  United  Kingdcxn  has  a  pensioners'  index  that  differs  from  the 
General  Index  and  relates  to  about  10  per  cent  of  households  measured. 
However,   it  has  been  observed  that: 
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"Alt±iough  there  are  substantial  differences  between  the  weights  of 
the  'pensioner'  indices  and  those  of  the  General  Index  this  does 
not  seem  to  have  had  a  very  great  effect  on  the  relative  movements 
of  the  indices.  The  one  person  'pensioner'  index  for  example  has 
increased  only  1  1/2  per  cent  more  than  the  General  Index  (exclud- 
ing housing)  in  the  period  from  January  1974. "(30) 

This  practical  example  bears  out  the  results  of  the  Canadian  studies. 


CONCLUSION 

We  have  seen  that  the  Consumer  Price  Index  is  general  in  nature  and 
has  become  progressively  nore  so  over  time  because  of  the  widening  of 
the  target  population  and  the  range  of  items  to  be  measured.  By  common 
consent,  when  applying  standards  of  measurement  to  any  particular  seg- 
ment of  the  population  it  is  wiser  to  choose  a  standard  v^^ich  is  repre- 
sentative of  a  wider  rather  than  a  more  restrictive  population.  In  this 
context  the  CPI  is  the  wost  general  measurement  available  and,  as  we 
have  seen,  the  latest  revision  has  extended  its  application,  thereby 
increasing  its  relevance  to  the  pensioner  population.  It  is  also  a 
measurement  that  has  wide  recognition  in  Canadian  society  and,  rightly 
or  wrongly,  is  considered  a  yardstick  for  changes  in  the  cost  of  living. 
Recognition  and  acceptability  therefore  argue  for  its  use. 

In  the  long  run  CPI  could  be  considered  the  "least  worst"  measure- 
ment for  purposes  of  increasing  pensions  and  other  welfare  payments;  the 
three  studies  we  examined  have  not  produced  a  more  reliable  measurement. 
On  the  contrary,  they  have  tended  to  reinforce  the  validity  of  CPI  as  a 
basis  for  indexation.  Since  the  stated  purpose  of  pension  escalation  is 
the  maintenance  of  purchasing  power,  CPI  is  the  best  tool  we  have  avail- 
able in  Canada  at  the  present  on  which  to  base  the  increases. 


265 


NOTES 

(1)  Throughout  this  paper  reference  is  made  to,  and  material  is  drawn 
from  Statistics  Canada,  The  Consumer  Price  Index;   Revision  Based 
on  1974  Expenditures:   Concepts  and  Procedures,  Cat.  62-546 
(Ottawa,  1979). 

(2)  Statistics  Act,  1918,  c.  43,  s.  1. 

(3)  Statistics  Canada,  The  Consumer  Price  Index  Revision,  p.  8. 

(4)  Statistics  Canada,  Your  Guide  to  the  Consumer  Price  Index,  p.  7. 

(5)  Statistics  Canada,  The  Consumer  Price  Index  Revision,  p.  31. 

(6)  "Splicing  technique  -  One  of  the  procedures  used  for  maintaining 
the  continuity  of  item  price  index  series  in  the  case  of 
substituted  items  (and/ or  replaced  retail  outlets).   The  basic 
assumption  underlying  the  technique  is  that,  at  a  given  point  in 
time,  the  relative  difference  in  prices  between  the  replaced  and 
replacing  items  (and/or  outlets)  reflects  the  difference  in 
respective  qualities.   In  effect,  the  splicing  technique  is 
analagous  to,  and  may  be  considered  a  particular  case  of,  the 
linking  procedures."  Ibid.,  Glossary,  p.  61. 

(7)  "Linking  procedure  -  A  procedure  by  which  a  'new'  series  of 
indexes  is  connected  to  an  'old'  series  in  a  given  link  period, 
generally  because  of  a  change  in  baskets.   Actually,  indexes  of 
the  'new'  series  with  link  period  as  time  base  are  multiplied  by 
the  'old'  index  for  the  link  period."  Ibid.,  p.  60. 

(8)  "The  1971  Census  of  Canada  defines  CMAs  and  CAs  as  main  labour 
market  areas  of  continuously  built-up  centres  with  populations  of 
100,000  and  over  and  less  than  100,000  respectively.   CMAs  and  CAs 
therefore  include  urban  care,  urban  fringe  and  rural  fringe 
parts."  Ibid.,  p.  25. 

(9)  The  centres  are:   St.  John's,  Halifax,  Char lottetown/Summer side. 
Saint  John,  Montreal,  Quebec,  Ottawa,  Toronto,  Thunder  Bay, 
Winnipeg,  Regina,  Saskatoon,  Edmonton,  Calgary,  and  Vancouver. 

(10)  These  centres  are:   Sydney,  Moncton,  Sherbrooke,  Trois-Rivieres, 
Chicoutimi-Jonquiere,  Hull,  Kingston,  Peterborough,  Oshawa, 
Hamilton,  Kitchener-Waterloo,  St.  Catharines-Welland-Niagara, 
London,  Windsor,  Sarnia,  Sault  Ste.  Marie,  Sudbury,  and  Victoria. 

(11)  This  group  comprises:   Sydney  Mines,  Fredericton,  Granby, 
Driimmondville,  Sorel,  St.  Jerome,  Shawinigan,  Cornwall, 
Belleville,  Barrie,  Timmins,  North  Bay,  Brandon,  Chilliwack, 
Nanaimo,  Kelowna,  Kamloops,  and  Prince  George. 

(12)  These  cities  are:   St.  Hyacinthe,  St.  Jean,  Valleyfield, 
Brantford,  Chatham,  Guelph,  Moose  Jaw,  and  Lethbridge. 

(13)  Statistics  Canada,  Urban  Family  Expenditure,  1974,  Cat.  62-544,  p. 

XV. 
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(14)  A  description  of  the  formula  for  eliminating  the  trends  and 
business  cycle  components  of  change  can  be  found  in  Statistics 
Canada,  Consumer  Prices  and  Price  Indexes,  Cat.  62-010,  quarterly. 

(15)  Those  items  exhibiting  sufficient  seasonality  to  warrant 
adjustment  are  listed  in  Consumer  Prices  and  Price  Indexes. 

(16)  Statistics  Canada,  The  Consumer  Price  Index  Revision,  p.  56. 

(17)  The  Income  Tax  Act,  R.S.C.  1970,  c.  148,  as  amended  1976-77,  c.  4, 
S.48(1)  and  S. 117.1;  War  Veterans'  Allowance  Act,  R.S.C.  1970,  c. 
W-5;  The  Old  Age  Security  Act,  R.S.C.  1970,  c.  0-6  as  amended 
1976-77,  c.  9;  Canada  Pension  Plan,  R.S.C.  1970,  as  amended  1974- 
75-75;  Family  Allowances  Act  1973,  c.  44;  and  pensions  such  as 
those  for  members  of  Parliament,  public  servants  and  members  of 
the  armed  forces. 

(18)  For  example  the  Teachers'  Superannuation  Act,  R.S.O.  1970. 

(19)  Benefits  under  the  Unemployment  Insurance  Act  1971,  R.S.C.  1970- 
71-72  c.  48  are  escalated  periodically,  linked  to  rises  in  the 
Consumer  Price  Index. 

(20)  Statistics  Canada,  Urban  Family  Food  Expenditure,  1974,  Cat. 
62-542,  pp.  14-15,  Table  7. 

(21)  Statistics  Canada,  The  Consumer  Price  Index  Revision,  p.  57. 

(22)  Ibid. 

(23)  Statistics  Canada,  Consumer  Prices  and  Price  Indexes,  Cat.  62-010. 

(24)  Statistics  Canada,  1971  Census  of  Canada,  Cat.  93-739,  Vol.  2, 
Part  4,  Tables  35  and  3  7. 

(25)  Statistics  Canada,  Income  Distributions  by  Size  in  Canada,  1976, 
p.  92. 

(26)  Gordon  Walford,  "Experimental  Study:  A  Consumer  Price  Index  for 
Low-Income  Families,"  Canadian  Statistical  Review  (April  1978),  p. 
x.   Low-income  families  for  this  study  are  defined  as  urban 
"families  of  two  adults  with  one  or  more  children  and  incomes  in 
1969  of  less  than  $6,000." 

(27)  Economic  Council  of  Canada,  Eleventh  Annual  Review;  Economic 
Targets  and  Social  Indicators  (Ottawa,  Information  Canada,  1974), 
p.  171. 

(28)  Ibid.,  p.  174. 

(29)  Mangal  Gupta,  The  Impact  of  Price  Changes  on  Different  Income 
Groups ,  Health  and  Welfare  Canada,  Occasional  Paper  4  (Ottawa, 
1978),  p.  21. 

(30)  Letter  to  the  Royal  Commission  from  the  office  of  the 
Parliamentary  Under  Secretary  of  State,  Department  of  Qtiployment, 
Government  of  the  United  Kingdom,  June  13,  1978,  p.  2. 
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Aging  and  Retirement:  A  Survey  of  the  Sociological  Literature 


Any  consideration  of  pension  issues  must  be  set  within  the  broader 
context  of  retirement.  Retirement  is  a  social  phenomenon  and  not  simply 
a  function  of  aging.  This  paper  surveys  the  literature  on  retirement, 
concentrating  upon  understanding  aging  and  the  social  implications  of 
aging.  It  deals  with  preferences  for  early  or  late  retirement,  evalua- 
tion of  retirement,  preparation  for  it,  and  adjustments  to  it.  Most  of 
the  studies  mentioned  deal  with  North  American  conditions  and  are  used 
here  mainly  as  illustrations  of  the  breadth  and  diversity  of  opinions  in 
the  literature  rather  than  as  a  selection  aimed  at  proving  a  specific 
theory.  While  American  studies  are  more  plentiful  than  Canadian  stud- 
ies, their  findings  are  valuable  for  both  countries. 


THEORIES  OF  AGING 

Although  the  literature  on  aging  is  vast  and  has  become  much  more 
extensive  in  the  last  twenty  years,  two  main  theoretical  approaches 
provide  an  essential  understanding  of  the  social  aspects  of  the  process: 
the  "disengagement  theory,"  developed  initially  by  Elaine  Gumming,  (1) 
and  the  "activity  theory,"  advanced  by  George  L.  Maddox  and  Ida  H. 
SiiTpson.(2)  According  to  the  disengagement  theory,  individual  disen- 
gagement during  the  aging  process  involves  a  withdrawal  from  numerous 
commitments  to  the  fulfilment  of  only  a  limited  number  of  social  roles. 
Disengagement  proceeds  too  at  the  social  level,  as  society  withdraws 
support  from  these  individuals,  ceases  to  expect  a  commitment  from 
them,  and  forces  retirement  upon  them.  Gumming  has  summarized  the  three 
elements  of  the  process  as   follows: 

"1.  The  life  space  of  an  individual  decreases  with  age,  in  that  he 
interacts  with  a  narrower  variety  of  role  partners  and  spends 
a  smaller  proportion  of  his  time  in  interaction. 

2.  The  individual  anticipates  this  change  and  participates  in  the 
process . 

3.  The  individual's  preference  for  interpersonal  rewards  becomes 
more  individualized  and  less  role  connected  as  he  gets  older, 
and  thus  his  style  of  interaction  changes. "(3) 

For  example,  persons  aged  75  or  over  report  fewer  interactions  with  oth- 
ers than  those  aged  60  to  64.  Critics  of  this  theory  argue  that  it  is 
bound  to  hold  if  age  groups  compared  are  widely  separated.  One  implica- 
tion of  the  theory  is  that  financial  obligations  and  needs  will  decline 
as  disengagement  progresses. 

In  contrast,  the  activity  theory  holds  that  continued  productivity 
and  social  interaction  are  essential  to  human  satisfaction  and  well- 
being.  Proponents  of  this  school  of  thought  argue  that  existing  life- 
styles continue  into  retirement,  that  there  is  no  sharp  discontinuity  in 


tiie  aging  process,  and  (when  put  in  its  extreme  form)  see  the  individual 
"dying  with  his  boots  on."  Itiose  who  hold  this  theory,  however,  take 
into  accxDunt  the  necessary  reduction  of  activity  that  results  from  de- 
creased energy  as  a  result  of  aging. (4) 

In  general  the  distinctions  between  these  two  theories  are  largely 
a  matter  of  emphasis  and  to  a  lesser  extent  a  result  of  different  re- 
search methods.  It  has  been  pointed  out  that  the  selection  and  size  of 
the  sanple  being  examined  influence  the  outcome  of  each  study. 

Most  of  the  findings  in  this  field  bear  only  indirectly  on  pension 
issues.  But  they  have  raised  some  pertinent  questions.  For  example: 
what  is  the  relationship  between  the  size  of  pension  provided  and  the 
willingness  to  retire  early?  Is  the  level  of  income  of  retired  persons 
a  factor  affecting  their  willingness  to  participate  or  withdraw  from 
work-related  activities?  To  what  extent  does  the  social  status  of  the 
aged  govern  attitudes  towards  continuing  work  or  retiring?  These  exter- 
nal or  social,  aspects  of  aging  have  a  greater  influence  than  personal 
desires  on  withdrawal  or  disengagement.  Forced  retirement  or  the  loss 
of  a  spouse  are  events  that  may  also  alter  the  outlook  and  activity  of 
the  aged  drastically.  An  increase  of  morbidity  after  such  traumas  is 
well  documented  in  the  literature  of  social  gerontology.  EVents  external 
to  an  individual,  such  as  inadequate  old  age  pensions,  or  stress  associ- 
ated with  the  loss  of  friends  or  relatives  appear  to  encourage  disen- 
gagement. These  events  lead,  in  the  wards  of  one  study,  to  a  "general 
shrinking  of  the  social  vrorld"  or  the  phenonenon  known  as  disengagement: 

"There  appears  to  be  a  substantial  evidence  for  our  hypothesis  that 
disengagement  among  the  aged  can  be  predicted  to  occur  as  a  concom- 
itant of  physical  or  social  stresses  which  profoundly  affect  the 
manner  in  v^ich  the  life  pattern  of  the  person  is  redirected.  Be- 
cause they  have  ignored  the  apparently  definitive  effect  of  such 
factors  on  disengagement.  Cunning  and  Henry  [the  proponents  of  the 
disengagement  theory]  were  led  to  the  conclusion  that  advancing  age 
was  a  sufficient  explanation  of  the  facts  obtained  in  their  study. 
It  is  not  age  v^ich  produces  disengagement  in  our  investigation  but 
the  inpact  of  physical  or  social  stress  which  may  be  exE)ected  to 
increase  with  age.  It  is  tempting  to  hypothesize  that  as  one  en- 
ters into  later  decades,  disengagement  is  bound  to  grow,  and  in- 
deed, it  does.  The  real  difficulty  lies  in  the  fact  that  it  is  the 
correlates  of  old  age,  i.e.,  failing  health,  loss  of  peers,  death 
of  relatives,  and  the  general  shrinking  of  the  social  world  due  to 
factors  related  to  aging,  that  appear  to  produce  the  social  with- 
drawal known  as  disengagement. "(5) 

While  external  factors  have  a  great  bearing  i^xDn  the  willingness  to 
retire,  or  disengage  oneself,  the  relationship  between  each  individual 
decision  and  these  external  constraints  is  by  no  means  simple  or  direct. 
People  of  higher  social  status  who  hold  attractive  and  challenging  jobs 
tend  to  continue  to  work  even  though  they  could  retire  comfortably. 


Although  they  can  afford  to  retire  they  choose  to  remain  active.  (6)  At 
the  other  extreme,  those  in  unattractive,  lower  status  positions  gener- 
ally retire  at  the  earliest  opportunity,  even  vAien  given  the  choice  of 
staying  on  the  job. (7) 


STUDIES  OF  RETIREMENT 

Man,  seen  frcm  the  perspective  of  the  social  sciences,  is  a  crea- 
ture of  habit,  his  behaviour  controlled  by  symbols.  Inasmuch  as  these 
symlDols,  such  as  social  conventions,  custanns,  norms,  and  values,  change 
or  vary  from  group  to  group,  the  size  and  composition  of  various  groups 
will  determine  or  influence  the  meaning  of  various  symbols.  One  of  the 
symbols  affecting  retirement  is  \^ether  work  is  defined  as  desirable  or 
necessary.  The  most  influential  source  of  attitudes  towards  work  and 
retirement  is  the  collective  experience  a  cohort  of  persons  acquire 
during  their  lifetime.  Belonging  to  and  participating  in  the  experi- 
ences of  a  particular  generation  shapes  one's  outlook  on  life.  For 
exanple,  the  history  of  post-war  baby  boom  generation  is  crucial  to  any 
speculation  about  its  behaviour  ipon  entering  retirement.  The  size  of 
this  group  and  the  permissiveness  in  their  training  at  home  and  at 
school  encouraged  the  cohort  members  to  form  primary  relations  with 
their  age  peers.  Accordingly  these  relationships  proved  more  influen- 
tial in  shaping  attitudes  than  adult  authority,  a  fact  that  becomes 
clearer  v^en  some  of  the  notions  of  this  group  are  compared  with  those 
of  the  preceding  generation. 

There  is  evidence  for  instance,  that  present-day  youth  do  not  share 
the  previous  generation's  attitudes  towards  work. (8)  This  changing  per- 
ception of  work  will,  in  turn,  have  far-reaching  implications  in  shaping 
other  social  attitudes,  if  this  cohort  retains  its  outlook  cai  the  world 
and  on  work  for  the  remainder  of  its  life.  Labour  force  participation 
will  be  affected  by  the  willingness  of  workers  either  to  drop  out  when- 
ever other  support  funds  become  available  or  to  alternate  periods  of 
work  with  time  spent  drawing  social  assistance,  perhaps  in  combination 
with  other  household  members.  Such  lifestyles  have  become  possible  with 
the  availability  of  social  services  and  transfer  payments  in  advanced 
industrial  societies. 

Attitudes  Towards  Retirement 

Most  studies  of  retirement  conducted  by  sociologists  deal  with  the 
way  people  cope  with  it,  how  they  prepare  for  it,  and  what  they  expect 
from  it.  The  subjects  of  these  studies,  usually  survey  respondents,  are 
mostly  middle-aged  and  nearing  retirement  or  already  retired;  in  other 
words,  they  share  ccranon  experiences  that  influence  their  attitudes  to- 
wards retirement,  pensions,  and  work.  In  very  general  terms,  it  might 
be  said  of  this  cohort  that  work  was  a  normative  expectation  and  also 
that  work  is  for  males  and  housework  for  females;  and  that  retirement 
represents  an  abrupt  discontinuity  with  lowered  morale  unless  some  valid 


excuses  are  available  such  as  ill  health  or  forced  retirement.  Retire- 
ment represents  a  discontinuity  of  the  self-definition  particularly  in 
males. 

The  consequences  of  this  break  with  experience  have  been  much  stud- 
ied. In  a  survey  of  182  non-institutionalized  subjects  60  years  and 
over  completed  in  1963,  Maddox  showed  that  contact  with  the  environment 
decreased  with  age  and  that  this  was  acconpanied  by  a  corresponding  low- 
ering of  the  subjects'  morale.  (9)  In  contrast,  a  1970  study  of  resi- 
dents of  a  retirement  conmiunity  found  little  change  in  activity  levels 
before  and  after  retirement.  Indeed,  this  group  showed  a  preference  for 
leisure  rather  than  work-related  activities.  The  subjects  were  well 
above  the  poverty  line,  had  migrated  to  Arizona  from  various  parts  of 
the  United  States,  and  were  part  of  the  newly  emergent,  personal  expres- 
sive, consumption-oriented  middle  class.  This  latter  group  may  well 
represent  the  forerunners  of  future  retirees  who  will  be  better  edu- 
cated, healthier,  with  more  active,  wider  ranging  interests.  Recent 
research  has  suggested  that  middle-aged  urban  workers  v^o  can  afford  to 
migrate  to  isolated  resort  regions  are  likely  to  adjust  well  to  their 
leisure  environment. (10) 

Work  and  careers  may  no  longer  be  appropriate  primary  goals  of  sc«ne 
segments  of  the  population,  researchers  have  concluded,  even  among  those 
who  were  conditioned  to  believe  they  were.  The  question  of  whether  a 
worker's  attitude  towards  his  job  influences  his  outlook  towards  retire- 
ment follows  logically  from  these  findings.  In  answer,  a  recent  study 
of  244  Canadian  subjects,  both  male  and  female,  between  55  and  65,  found 
that  conmitment  to  an  occupation  does  not  preclude  a  positive  anticipa- 
tion of  retirement.  (11)  However,  men  with  positive  attitudes  towards 
their  occupations  are  less  likely  to  want  to  retire  than  men  holding 
negative  views.  By  ocmparison,  waaen  holding  jobs  with  high  rewards, 
challenge,  and  variety  as  well  as  a  positive  attitude  to  employment 
indicated  they  are  less  likely  to  want  to  defer  retirement.  At  the  same 
time,  older  female  industrial  workers  in  England,  according  to  a  1973 
survey,  are  less  enthusiastic  about  approaching  retirement  than  their 
male  counterparts. (12)  Two  studies  conducted  in  the  United  States  have 
confirmed  that  just  prior  to  retirement  women  are  less  favourable  to- 
wards it  than  iren.(13)  In  addition,  Schonfield  and  Hooper  studied  a 
small  sample  of  wonen  65  years  and  older,  some  of  whom  v/ere  resident  in 
nursing  homes  while  some  were  recipients  of  the  meals-on-wheels  ser- 
vices, and  others  (a  control  group)  lived  in  the  community.  Those  in  the 
dependent  status  had  lower  scores  on  successful  aging  than  those  living 
in  the  community. (14)  Of  course,  the  reason  for  the  dependent  status  of 
some  respondents  was  their  inability  to  take  care  of  themselves,  and 
they  were  at  the  mercy  of  the  care  institutions,  with  all  the  attendant 
problems  of  dependency. 

While  ill  health  often  accompanies  retirement,  and  especially  early 
retirement,  a  decline  in  health  and  retirement  are  not  causally  related 
according  to  recent  studies.  (15)     A  survey  of   1,589  American  males   65 


years  of  age  or  older  and  representative  of  the  non-institutionalized 
population  found  that  the  lower  norale  of  retired  men  may  be  explained 
by  poorer  health,  lower  income,  and  more  advanced  age,  but  not  simply  by 
their  retirement.  (16)  Morale  during  retirement  seems  to  be  a  function 
of  the  expectations  of  retirement.  Sometimes  the  recently  retired  use 
the  "sick  role"  as  a  means  of  resuming  social  contacts  and  regaining 
social  acceptability  on  the  principle  that  illness  is  an  accepted  role 
in  society  whereas  retirement  often  lacks  a  clear  definition  of  expected 
behaviour. (17) 

Two  conflicting  attitudes  -  a  desire  for  retirement  in  general  and 
regret  that  it  is  occurring  to  themselves  -  lead  to  certain  inconsisten- 
cies in  the  findings.  Respondents  look  forward  to  the  leisure  but  not 
the  old  age  that  accompanies  it.  On  the  \4iole,  financial  considerations 
have  the  most  profound  inpact  upon  attitudes  towards  retirement.  The 
closer  the  prospect  of  retirement,  moreover,  the  less  desirable  it 
seems.  Social  status  and  sex  also  colour  cne's  view  of  retirement.  But 
in  general,  people  with  rewarding  employment  tend  to  resist  retirement; 
persons  with  middle  occupational  status  tend  to  look  forward  to  it;  and 
people  in  lower  occupational  strata  tend  to  favour  it;  though  they  fear 
the  financial  insecurity  it  brings. 


LEISURE  ACTIVITIES 

The  literature  contains  divergent  views  on  the  impact  of  retirement 
on  participation  in  leisure  activities,  primarily  over  the  question  of 
who  joins  in  and  to  vrtiat  extent.  Older  cohorts,  particularly  from  lower 
socio-economic  classes,  tended  to  underutilize  the  recreation  services 
provided  by  various  welfare  and  ocstimunity  groups.  The  explanation  for 
this  lies  not  simply  in  financial  embarrassment,  but  also  in  deeply 
rooted  attitudes  towards  leisure  itself  acquired  during  a  lifetime  of 
hard,  routine  work.  Brought  up  in  a  culture  that  placed  less  emphasis 
upon  formal  education,  v^ere  fifty  hours  of  work  a  week  were  the  norm 
and  vacations  were  rare,  the  men  could  afford  neither  the  time  nor  the 
money  to  develop  extensive  leisure  activities  during  their  working 
lives.  Wcsnen  among  this  cohort  had  low  levels  of  overall  schooling  and 
were  conditioned  to  housework  and  scrinping  to  provide  necessities.  Thus 
obligatory  (or  instrumental)  activities,  being  both  well-practised  and 
more  consistent  with  cultural  values  prevailing  through  much  of  their 
lives,  may  be  preferred  ways  of  spending  time  for  many  older  people.  (18) 
During  their  retirement,  rather  than  make  use  of  available  recreation 
facilities,  men  tend  to  putter  around  the  house  and  women  to  continue 
with  their  household  tasks.  However,  new  and  growing  evidence  indicates 
that  the  relatively  younger  cohorts  approaching  and  entering  retirement 
regard  it  as  an  earned  privilege,  an  atticude  that  frees  them  to  pursue 
leisure  activities. 

Willingness  to  retire  or  advanced  age  does  not  seem  to  inhibit 
other  activities,  particularly  voting.  A  1976  study  of  Canadian  politi- 


cal  behaviour  found  that  those  over  65  did  not  show  any  decline  in  vot- 
ing participation  or  any  slackening  of  interest  in  politics.  ( 19 )  This 
and  other  similar  studies  suggest  that  "grey  power"  movements  will  prob- 
ably proliferate  as  the  older  population  grows  as  a  proportion  of  the 
total  population. 


CANADIAN  STUDIES  ON  RETIREMENT 

Two  major  Canadian  research  projects  dealing  with  retirement  -  one 
just  completed  and  the  second  nearing  completion  -  deserve  special 
notice.  In  1977  the  Department  of  Health  and  Welfare  reported  on  the 
attitudes  towards  and  experience  of  a  nationwide  sample  of  retired  or 
soon  to  be  retired.  (20)  The  Ontario  Ministry  of  Community  and  Social 
Services  launched  a  survey  of  a  sample  of  Ontario  workers  in  1959,  a 
unique  longitudinal  study  of  the  aging  process  and  its  effect  on  health 
and  social  adjustment  that  is  just  now  being  ocmpleted.  The  study  also 
focuses  on  various  aspects  of  aging  and  perceptions  of  retirement. (21) 

In  February  1975  the  Department  of  Health  and  Welfare  surveyed 
3,011  respondents  aged  55  or  older  during  the  ongoing  Labour  Force 
Survey  and  received  2,418  usable  responses  representative  of  approxi- 
mately 3.6  million  civilian  workers  in  ten  provinces.  Active  men 
strongly  favoured  retirement  before  65  (71  per  cent)  or  at  least  at  65 
(21  per  cent),  \^^ereas  only  a  minority  (9  per  cent)  desired  a  retirement 
date  beyond  their  sixty-fifth  birtliday.  Among  women  still  active  in  the 
labour  force  77  per  cent  preferred  retirement  at  or  before  age  60.  A 
concern  for  personal  health,  particularly  among  men,  determined  atti- 
tudes towards  the  timing  of  retirement.  Adequate  retirement  income  was 
also  cited  as  contributing  to  a  desire  for  early  retirement. 

Attitudes  towards  both  early  and  compulsory  retirement  are  in  the 
process  of  changing  towards  their  more  explicit  acceptance.  ( 22 )  The 
data  in  Table  1,  taken  from  the  Health  and  Welfare  study,  indicate  that 
the  preference  for  earlier  retirement  is  now  quite  pronounced.  Further- 
more, over  half  the  respondents  supported  the  idea  of  conpulsory  retire- 
ment, although  a  strong  minority  of  30  per  cent  exposed  it.  The  active 
respondents  favoured  compulsory  retirement  slightly  more  than  those  al- 
ready retired.  Assuming  that  pension  benefits  remained  the  same,  31  per 
cent  of  the  male  and  27  per  cent  of  the  female  retirees  would  have  re- 
tired sooner  conpared  with  55  and  57  per  cent,  respectively,  of  those 
still  in  the  labour  force.  Once  again,  incone  and  health  proved  to  be 
the  key  variables  governing  the  timing  and  willingness  to  retire.  Only 
25  per  cent  of  both  active  and  retired  respondents  thought  their  retire- 
ment incone  adequate.  Men  appear  to  be  more  concerned  with  financial 
and  health  problems  than  wanen.  Men  gave  health  as  the  most  frequent 
reason  for  early  retirement,  especially  those  v\^o  had  worked  in  manual 
or  lower  skilled  occupations,  categories  that  are  somewhat  larger  in 
these  older  cohorts  than  in  the  population  as  a  whole. 


Table  1 

Proportion  of  Respondents  Favouring  Various  Conpulsory  Retirement  Ages 

Men  Women 


Age  of  retirement Active  Retired Active  Retired 

(Per  cent)            (Per  cent) 

50  or  60                      45       59             54  62 

65                          29      23            27  23 

70                           12        8             10  5 

Other                        15       9            11  11 

Total  (a) 100      100 100     100 

a  Columns  may  not  add  to  100  because  of  rounding 
Source  Health  and  Welfare  Canada,  Retirement  in  Canada;  Summary 
Report,  Ottawa,  1977,  p.  14. 

Those  approaching  retirement  or  already  retired  seem  least  con- 
cerned about  housing.  About  70  per  cent  of  the  men  and  63  per  cent  of 
the  women  surveyed  owned  their  cwn  homes;  only  8  per  cent  of  both  sexes 
lived  in  rocaning  houses  or  senior  citizen  accommodation,  although  Labour 
Force  Survey  sanpling  techniques  may  under-represent  the  latter.  The 
retired  population  engaged  in  about  the  same  kinds  of  leisure  activities 
-  visiting  friends,  exercising,  or  working  at  hobbies  -  as  the  active 
population,  but  in  later  years  lighter  activities  replaced  energetic 
ones. 

In  summary,  the  Department  of  Health  and  Welfare  study  concluded 
that  health  and  income  considerations,  v^ile  not  the  only  concerns,  were 
the  major  determinants  of  retirement.  Moreover,  health  and  income  also 
seem  to  be  positively  related  -  the  higher  the  income  the  better  the 
health  of  the  worker  and  vice  versa.  These  findings  are  necessarily 
based  upon  the  occupational  patterns  in  the  past.  Since  the  occupa- 
tional structure  has  been  shifting  away  from  manual,  unskilled  jobs  to- 
wards higher-paid  skilled  and  semi-skilled  jobs  requiring  considerable 
formal  education,  we  might  expect  a  healthier,  more  financially  secure 
retired  population  in  the  years  ahead. 

Although  Ontario's  long-term  study  of  aging  begun  in  1959  termi- 
nated only  recently  and  the  final  results  are  not  yet  available,  it  has 
produced  a  number  of  quite  striking  preliminary  results.  Initially  the 
study  followed  a  cohort  of  2,000  45-year-old  males  representative  of  the 
spectrum  of  occupations  in  the  province,  interviewing  them  each  year  to 
observe  changes  in  lifestyle,  health,  income,  employment  and  leisure 
experiences,  and  attitudes  towards  the  adequacy  of  public  services  for 
middle-aged  and  older  citizens.  During  the  final  year  1,100  of  the 
original  group  were  still  participating  in  the  survey,  the  others  having 
dropped  out  by  virtue  of  death,  out  migration,  or  loss  of  interest.  ( 23 ) 
Investigators  first  measured  the  demographic  and  occupational  character- 
istics of  the  group  and  then  turned  to  an  examination  of  its  interest  in 
leisure  and  retirement.  Preliminary  findings  confirm  earlier  reports 


that  with  increasing  incxDmes  and  decreasing  parental  responsibilities 
the  respondents  becanie  more  socially  active  and  devoted  more  time  to 
leisure. (24) 

By  the  time  the  men  surveyed  reached  their  mid-fifties,  their  ac- 
tivity patterns  seemed  to  stabilize.  However,  an  increasing  proportion 
of  Uiose  with  low  incomes  reported  decreased  activity.  White  collar 
workers  stayed  in  better  health,  remained  more  interested  in  social 
activities,  and  rated  tlieir  life  satisfaction  higher  than  blue  collar 
workers,  a  result  tliat  again  echoed  conclusions  drawn  from  studies  done 
elsewhere. 

The  Ontario  study  also  uncovered  the  polarized  attitudes  towards 
retirement  noted  by  other  researchers.  "Those  with  higher  incomes  and 
more  education  look  forward  to  the  end  of  vrork  with  interest  and  hope; 
those  with  little  education  and  lower  incanes  think  tlie  worker  should  be 
permitted  to  continue  in  employment  as  long  as  he  can  work. "(25)  A  fear 
of  isolation  and  the  loss  of  a  daily  routine  provoke  the  greatest  appre- 
hension. Scxne  of  the  anxieties  i^xjn  approaching  retirement  stem  from  a 
belief  that  retirement  income  will  be  insufficient  to  sustain  estab- 
lished social  or  leisure  activities  for  which  disposable  income  is 
necessary.  Plainly,  inflation  has  the  retired  and  soon- to-be  retired 
worried.  The  questionnaire  administered  during  the  twentieth  and  last 
year  of  the  survey  probes  attitudes  towards  and  experiences  of  retire- 
ment in  detail,  but  the  results  will  not  be  known  for  some  time. 


AGING,  RETIREMENT,  AND  PENSIONS 

While  the  literature  on  retirement  and  pensions  is  not  as  extensive 
as  that  on  aging,  it  too  has  mushroomed  during  the  last  decade  or  so. 
The  relationship  between  aging  and  retirement  is  discussed  essentially 
in  terms  of  two  independent  processes  in  society:  aging  and  the  divi- 
sion of  labour.  The  biological  process  of  aging  and  the  progressive 
inability  of  older  people  to  participate  effectively  in  the  labour  force 
creates  pressure  to  find  ways  that  they  may  retire  after  a  certain  age. 
This  time  varies  in  different  societies  and  circumstances  but  is  usually 
between  the  ages  of  60  and  65.(26)  The  division  of  labour,  character- 
istic of  advanced  societies  like  Canada,  means  that  work  and  production 
are  rationally  organized  and  that  traditionally  personnel  progress  up- 
wardly through  the  ranks.  In  order  that  younger  people  may  advance, 
older  people  must  retire  either  at  a  fixed  age  or  after  a  fixed  number 
of  years  of  eirployment. 

Historically,  biology  and  the  division  of  labour  were  "naturally" 
intertwined,  and  a  person  might  work  as  long  as  he  or  she  was  able. 
However,  as  industrialization  proceeded  and  labour  became  infinitely 
divided  in  industrial  society,  enployment  concerns  assumed  overriding 
importance.  Retirement  then  became  increasingly  significant,  despite  the 
biological  delay  in  aging;  it  began  to  be  thought  of  as  the  threshold 


between  working  life  and  aging.  Efforts  were  made  to  help  workers  cope 
with  retirement,  and  both  management  and  labour  unions  tried  to  find 
ways  to  retire  the  old  earlier  and  to  increase  the  number  of  years  spent 
in  retirement. 

Biological  aging  has,  of  course,  been  delayed  as  healthier  people 
live  longer.  The  discrepancy  between  biological  aging  and  the  age  of 
retirement  has  begun  to  be  noticed  and  work  is  beginning  to  be  seen  as  a 
temporary  stage  in  life. (27)  Thus  the  emphasis  shifted  fran  thinking  of 
retirement  as  a  reward  at  the  end  of  working  life  to  considering  it  an 
opportunity  that  may  be  seized  at  the  earliest  age  transfer  payments  may 
be  claimed.  Retirement  as  a  social  institution  implies  "a  right  to  an 
income  without  holding  a  job.  "(28)  Because  of  past  performance,  the 
retired  person  receives  a  pre-specified  sum  of  money  in  lieu  of  salary. 


CCWCLUSICW 

In  the  literature,  differing  emphases  on  the  interpretation  of  ag- 
ing has  produced  two  seemingly  different  theories  about  approaches  to 
aging:  one  maintains  that  individuals  may  enter  into  a  process  of  dis- 
engagement and  that  retirement  may  mark  a  major  threshold;  the  other 
contends  that  an  aging  person  may  remain  active  but  substitute  new  ac- 
tivities for  old  cxies.  No  doubt  jiiysical  and  mental  health  are  crucial 
variables  that  may  explain  the  differences  in  findings  in  the  various 
studies  considered.  The  overall  health  level  of  the  population  is  pro- 
jected to  improve,  allowing  tliose  well  past  current  retirement  age  to 
remain  physically  and  socially  active.  Indeed,  the  increasing  number  of 
aged  v^o  are  healthy  and  articulate  is  expected  to  have  a  significant 
impact  on  future  politics. 

If  one  were  to  look  for  a  consensus  in  the  literature  oi  aging,  the 
notion  of  continuity  in  lifestyles  and  interests  would,  perhaps,  be  the 
most  central  one.  Given  the  anticipated  changes  in  the  occupational 
structure  of  today's  labour  force,  active  lifestyles  are  likely  to  pre- 
vail well  before  the  end  of  this  century.  But  expressive  lifestyles  re- 
quire more  disposable  income  than  is  available  to  a  majority  of  today's 
aged.  They  may  still  putter  around  the  house,  or  fix  things,  or  just  do 
nothing  -  all  activities  that  cost  little  but  are  congruent  with  their 
past  lives.  This  behaviour  pattern  is,  however,  bound  to  change  as  pop- 
ulation cohorts  v\^o  have  experienced  the  affluence  of  the  post  Second 
World  War  era  reach  retirement  age. 

The  literature  on  retirement  seems  to  agree  that  preferences  run 
towards  early  retirement,  although  they  are  tempered  by  concern  about 
satisfactory  income  levels  ^^hich  is  reinforced  in  the  face  of  persistent 
inflation.  However,  those  retiring  now,  perhaps  because  they  may  have 
grown  up  in  a  cultural  milieu  favouring  a  traditional  work  ethic,  seem 
to  accept  early  retirement  only  in  the  case  of  ill  health.  Thus,  those 
who  have  retired  early  have  done  so  for  health  reasons,  even  when  they 
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were  not  in  a  financial  position  to  retire  comfortably.  Women  are  more 
likely  to  retire  early  tlian  men,  even  though  a  few  studies  indicate  that 
their  preferences  are  the  contrary.  In  all  probability  the  vagaries  of 
the  labour  market  force  women  to  retire  earlier  tlian  men. 

All  in  all,  retirement  has  become  a  social  institution  that  is 
taken  for  granted  even  though  its  financing  may  be  little  understood. 
Retirement  and  associated  pensions  have  beccsme  a  matter  of  right  and  en- 
titlement. The  current  labour  force  cohorts  entering  or  about  to  enter 
retirement  have  had  arduous  working  careers  during  a  time  when  work  was 
considered  not  only  necesary  but  also  morally  imperative;  they  believe 
their  pensions  are  a  just  reward  for  their  service.  The  new  cohorts 
just  starting  their  working  careers  are  reportedly  less  sanguine  about 
the  inherent  virtue  of  work,  but  their  perceptions  of  pensions  as  de- 
ferred wages  and  as  a  general  government  obligation  may  already  be 
deeply  ingrained.  When  these  groups  reach  retirement  age  some  thirty  or 
so  years  hence,  their  political  weight  will  be  considerable  and  their 
anticipation  of  satisfactory  pensions  perhaps  a  divisive  issue.  Thus 
all  the  indicators  point  towards  increased  pressure  for  inccme  mainten- 
ance into  retirement  to  support  a  continuity  of  lifestyles.  How  that 
income  should  be  generated  and  how  the  pension  should  be  funded  remain 
questions  yet  to  be  answered. 
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CHARACTERISTICS  OF  OLDER  CANADIANS 

The  Commission  has  before  it  a  number  of  documents  dealing  with  the 
demographic  composition  of  Canadians,  particularly  those  of  retirement 
age.  This  report  will  summarize  the  few  demographic  facts  relevant  to 
the  argument  for  a  flexible  retirement  age.  The  proportion  of  the  older 
population  in  Canada  is  increasing  even  though,  comparatively  speaking, 
Canada  is  very  much  "behind"  some  countries  in  Europe,  for  instance  the 
United  Kingdom,  Sweden,  and  the  Netherlands,  as  regards  the  proportion 
of  their  population  past  the  sixty-fifth  birthday. 

Distribution  by  Age 

The  proportion  of  persons  over  65  years  of  age  is  not  only  increas- 
ing, but  will  continue  to  increase.  The  distribution  within  the  older 
groups  is  such  that  those  well  past  their  three  score  and  ten  represent 
a  significant  proportion  of  the  aged  in  this  country.  The  relative  po- 
sition of  older  women  within  the  older  group  has  improved  considerably 
during  the  last  twenty-five  years  and  there  is  a  fair  chance  that  it 
will  improve  even  further  (Table  1).  In  1976  all  women  80  years  and 
over  represented  over  21  per  cent  of  wanen  in  the  older  age  groups  com- 
pared to  slightly  over  17  per  cent  at  the  time  of  the  1961  census.  The 
position  of  males  improved  over  a  longer  span,  fron  over  12  per  cent  in 
1951  to  close  to  18  per  cent  in  1976,  even  though  older  men  registered  a 
relative  decline  in  the  census  years  preceding  1976.  This  anomaly  is 
attributed  primarily  to  males  immigrating  to  Canada  after  the  turn  of 
this  century  who  have  started  to  die  out,  thus  "normalizing"  the  age 
corposition  in  favour  of  wcmen. 

Distribution  by  Marital  Status 

Women  are  favoured  in  survivorship,  that  is,  they  live  longer  than 
men.  Ihis  fact  is  reflected  in  the  marriage  rates  of  the  older  popula- 
tion (Table  2).  The  number  of  married  males  65  years  of  age  or  over  has 
increased  fron  68.5  per  cent  to  74  per  cent  in  only  15  years  vrfiereas  the 
proportion  of  wcmen  who  remain  married  has  slightly  decreased.  This  in- 
dicates, again,  the  "normalization"  of  the  Canadian  age  and  sex  struc- 
ture. Marriedness  contributes  to  survivorship  of  males  in  particular. 
One  may  expect  that  the  survivorship  of  very  old  males  will  improve, 
since  a  higher  proportion  of  them  are  married  now  than  previously. 

Distribution  by  Residential  Mobility 

Another  factor  contributing  to  survivorship  is  stability  of  one's 
environment.  Data  suggest  that  mortality  and  morbidity  increase  soon 
after  relocation.  Unfortunately,  roost  very  old  persons  are  eventually 
relocated  into  institutions  offering  medical  and  nursing  care;  but  until 
that  time,  they  live  in  their  familiar  surroundings.  Thus  far,  about 
three- fourths  of  all  aged  in  Canada  owned  their  housing  (Canadian  Coun- 
cil on  Social  Development,  1977),  especially  if  they  lived  as  couples. 
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Table  1 

Older  Population  in  Canada,  by  Proportion  in  Older  Age  Groups,  by  Sex, 

For  Census  years  Since  1951 

Proportion  in  age  groups 


All  65+ 

65-69 

70-74 

75-79 

80-84 

85-89 

90+ 

(Number) 

(Per 

cent) 

1976 

M 

875,395 

38.7 

27.6 

17.2 

9.7 

4.8 

2.1 

F 

1,126,935 

33.9 

25.9 

18.8 

12.0 

6.3 

3.0 

1971 

M 

781,865 

37.9 

26.3 

17.9 

11.0 

5.2 

1.8 

F 

962,540 

33.7 

26.2 

19.3 

12.3 

6.2 

2.4 

1966 

M 

716,536 

35.6 

27.8 

19.4 

11.3 

4.6 

1.4 

F 

822,992 

33.6 

27.8 

19.6 

11.7 

5.3 

2.0 

1961 

M 

674,117 

35.6 

29.1 

19.9 

10.2 

4.0 

1.2 

F 

717,036 

34.5 

28.7 

19.5 

10.9 

4.7 

1.7 

1956 

M 

622,210 

38.2 

30.1 

18.3 

8.9 

3.5 

1.0 

F 

621,728 

36.4 

29.5 

18.3 

9.9 

4.3 

1.6 

1951 

M 

551,303 

41.4 

29.1 

17.1 

8.3 

3.2 

.9 

F 

534,970 

38.4 

28.9 

17.6 

9.5 

4.1 

1.4 

Sources  Statistics  Canada,  Census  of  Canada,  1971,  Cat.  92-715 
(Bulletin  1.2-3). 
Statistics  Canada,  Census  of  Canada,  1976,  Cat.  92-825 
(Bulletin  2.6). 

Table  2 

Older  Population  in  Canada  by  Proportion  Married  in  Each  Age  Group,  by 

Sex,  for  Census  Years  Since  1961 


1976 

1971 

1961 

M 

F 

M 

F 

M 

F 

(Per 

cent) 

65  and 

over(a) 

74.0 

39.0 

71.8 

39.2 

68.5 

41.2 

65-69 

82.3 

56.0 

80.4 

55.2 

77.5 

53.4 

70-74 

77.3 

42.3 

77.7 

47.0 

72.0 

44.2 

75-79 

70.1 

30.0 

68.5 

31.0 

63.7 

32.7 

80-84 

60.4 

18.8 

52.0 

20.1 

52.4 

21.5 

85-89 

47.8 

10.2 

47.8 

12.8 

40.2 

16.1 

90  and 

over 

31.9 

6.3 

34.3 

8.2 

28.4 

7.3 

a  For  numbers  see  Table  1. 

Sources  Statistics  Canada,  Census  of  Canada,  1976,  Cat.  92-825 
(Bulletin  2.6). 
Statistics  Canada,  Census  of  Canada,  1971,  Cat.  92-730 

(Bulletin  1.4-2). 
Statistics  Canada,  Census  of  Canada,  1961,  Cat.  91-552 
(Bulletin  1.3-1). 
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Recent  data  on  migration  indicates  a  slight  decrease  in  residential  sta- 
bility of  older  persons.  Males  are  nore  stable  than  females,  a  situation 
reflecting  some  relocation  on  the  part  of  widowed  females.  In  1976,  71 
per  cent  of  males  and  about  67  per  cent  of  females  were  enumerated  in 
the  same  dwellings  they  had  occupied  five  years  before.  Both  figures 
represent  a  slight  decrease  compared  to  the  1961  census  (Table  3).  How- 
ever, inasmuch  as  residential  mDbility  is  also  a  sign  of  better  health 
and  a  willingness  to  experiment,  one  may  assume  that  the  decrease  in 
residential  continuity,  slight  as  it  was,  represented  retirement  moves, 
quite  often  far  away,  or  at  least  to  a  different  municipality. 

Table  3 

Older  Population  in  Canada,  by  Proportion  Changing  Residence(a) ,  by  Sex, 

for  Census  Years  Since  1961 


Population 

Movers 

Non- 

Same 

Same  I 

Different 

From 

Not 

65+     movers 

municipality 

province 

province 

abroad 

stated 

(Number) 

(Per  cent) 

1976  M 

875,395    71.1 

15.8 

9.1 

1.6 

1.2 

1.3 

F 

1,126,935    67.5 

19.3 

8.6 

1.7 

1.4 

1.6 

1971  M 

781,865    70.1 

17.7 

8.4 

1.7 

1.2 

1.1 

F 

962,542    67.1 

20.0 

8.3 

1.7 

1.6 

1.2 

1961  M 

622, 791(b)  73.9 

16.6 

7.4 

1.4 

.6 

.1 

F 

658, 220(b)  71.4 

18.5 

7.5 

1.5 

1.0 

.1 

a  One  or  more  moves  within  the  five  years  preceding  the  census  date. 
b  Based  on  a  20  per  cent  sample  of  the  census  population.   The  actual 

number  of  persons  aged  65+  in  1961  was  679,117  for  males  and  717,036 

for  females. 

Sources  Statistics  Canada,  Census  of  Canada,  1961,  Cat.  98-509 

(Bulletin  4.1-9). 
Statistics  Canada,  Census  of  Canada,  1971,  Cat.  92-119 

(Bulletin  1.2-7). 
Statistics  Canada,  Census  of  Canada,  1976. 

Distribution  by  Place  of  Birth 

Recent  data  on  older  Canadians  by  their  place  of  birth  indicate 
that  a  substantial  proportion  of  the  population  was  foreign  born  (Table 
4).  Males  v^^o  entered  Canada  around  the  turn  of  this  century  and  later 
are  now  reaching  an  age  at  vy^ich  they  are  dying  off.  Unfortunately,  the 
1976  census  did  not  ask  the  place  of  birth.  The  decrease  in  the  prc^»r- 
tion  of  foreign  born  registered  at  the  time  of  the  1971  census  "normal- 
izes" the  population  in  the  sense  that  it  removes  the  surplus  of  males 
characterizing  the  older  Canadian  population.  The  implications  of  the 
change  in  the  proportion  of  foreign  born  are  as  follows:   even  though 
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immigrants  in  the  past  were  a  hardy  stock  as  it  were,  survivorship  of 
the  native  born  population  was  always  slightly  higher.  This  may  have 
been  partly  a  function  of  occupational  selection  for  immigration  only, 
of  course,  for  the  historical  immigration  pattern.  Very  recent  immi- 
grants are  screened  as  to  their  health  and  education  v^ich  should  assure 
them  at  least  as  much  longevity  as  the  native  born.  Admittedly,  longev- 
ity is  very  much  a  function  of  genetic  endowment,  comparative  data  on 
which  are  lacking.  It  is  likely  that  the  proportion  of  foreign  born 
among  the  aged,  let  us  say  by  the  year  2020,  will  be  substantially  lower 
tlian  it  is  today  and  therefore  its  effect  on  the  survivorship  of  the 
whole  population  is  not  too  important. 

Table  4 

Older  Population  in  Canada,  by  Proportion  Born  in  Canada,  by  Sex  and  Age 

Groups,  for  Census  Years  Since  1961(a) 


Proportion  in 

age  groups 

65+ 

65-69 

70-74 

75-79 

80-84 

85-89 

90+ 

(Per  cent) 

1971 

M 

62.0 

63.7 

61.6 

61.3 

59.6 

58.5 

63.3 

F 

64.7 

66.4 

63.8 

63.7 

63.5 

63.9 

67.7 

1961 

M 

59.1 

61.0 

57.4 

56.5 

59.9 

62.9 

64.8 

F 

63.2 

63.7 

62.1 

61.8 

64.5 

67.4 

69.8 

a  The  question  was  not  asked  during  the  1976  census. 

Sources  Statistics  Canada,  Census  of  Canada,  1961,  Cat.  92-555 
(Bulletin  1.3-4). 
Statistics  Canada,  Census  of  Canada,  1971,  Cat.  92-737 
(Bulletin  1.4-9). 

Prognosis 

Not  only  will  the  proportion  of  persons  65  years  of  age  and  older 
increase  as  compared  to  the  total  population  but,  and  primarily,  a  con- 
siderable redistribution  will  occur  among  the  aged;  a  greater  number  of 
them  will  be  living  to  higher  ages.  Concern  has  been  expressed  with  the 
proportion  of  the  aged  over  65  strongly  affecting  dependency  ratios. 
However,  it  is  more  crucial  to  focus  one's  attention  on  the  distribution 
of  the  population  within  the  older  age  groups,  as  this  distribution  will 
influence  the  demand  on  pension  funds. 

One  measure  of  the  length  of  pension  payment  dependency  is  the  num- 
ber of  years  a  person  of  a  given  age  is  expected  to  live.  Such  values 
are  obtained  fron  the  life  tables.  For  instance,  in  1951,  males  in 
Canada  could  expect  to  live  an  additional  13  years  and  females  an  addi- 
tional 15  years  after  reaching  their  65th  birthday.  In  1966,  the  re- 
spective numbers  increased  to  close  to  14  and  17  years.  In  1971,  the 
last  year  for  v^^ich  such  data  are  available,  the  respective  values  re- 
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mained  the  same  for  males  but  increased  by  about  half  a  year  for  women. 
A  life  expectancy  of  an  additional  ten  years  was  attributed  to  males 
near  their  71st  birtliday  and  to  females  near  their  76th  birthday.  "Nor- 
mal" populations  in  countries  industrially  similar  to  Canada  exhibit  a 
narrower  range  between  male  and  female  survivorship.  Females  would 
still  have  a  life  expectancy  of  ten  years  (Ryder,  1975)  shortly  after 
their  74th  birthday  and  men  shortly  after  their  72nd  birthday.  The  most 
recent  life  tables  for  the  United  States,  for  1975,  the  white  population 
indicate  tliat  males  have  a  life  expectancy  of  ten  years  shortly  before 
their  72nd  birtliday  and  females  shortly  after  their  76th  birthday. 

Another  way  to  measure  the  length  of  pension  payments  dependency  is 
to  calculate  the  proportion  of  any  given  birth  cohort  still  surviving 
today.  IXie  to  heavy  immigration  in  the  past,  however,  such  a  measure 
for  Canada  is  considerably  distorted.  Rough  calculations  for  1976  indi- 
cate the  following  results: 

Table  5 

Proportion  Surviving  of  Selected  Age  Groups 


Age  group  0-4  at  tlie 

Age  groups 

time  of  birth  of 

Proportion 

in  1976 

today's  age  group 

surviving 

(Number)  (Per  cent) 
65-69               720,815  81 

70-74  533,725  69 

75-79  362,705  56 

80-84  220,568  38 

85-89  112,375  18 

Source  Statistics  Canada,  Census  of  Canada,  1976, 
Cat.  92-825  (Bulletin  2.6);  Urquhart  and 
Buckley,  1965. 

Calculating  similar  values  for  the  preceding  census  becomes  less 
rewarding,  since  the  interplay  of  migration  and  mortality  disallows  any 
statistically  valid  conclusions.  The  age  group  65-69  in  1971  had  a  co- 
hort survivor  proportion  of  81  per  cent;  for  the  year  1961,  it  was  78 
per  cent;  and  for  the  year  1951,  it  was  72  per  cent.  The  increasing 
survivorship  represents,  in  the  first  place,  an  improvement  of  mortal- 
ity; only  secondarily  does  it  reflect  added  population  through  immigra- 
tion. Djring  the  years  of  the  heaviest  immigration  to  Canada,  just  be- 
fore World  War  I,  onigration  was  almost  as  heavy  as  immigration.  None- 
theless, the  populations  at  advanced  ages  are  larger  by  far  than  antici- 
pated when  the  various  pension  plans  were  coming  into  existence.  There 
is  also  some  indication  that  even  without  a  major  medical  breakthrough, 
the  inching  up  of  survivorship  will  cause  the  upcoming  age  cohorts  to 
remain  much  unreduced  until  very  high  ages. 
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MORTALITY  OF  OLDER  CANADIANS 

Official  population  projections  from  Statistics  Canada  or  from  the 
Departinent  of  Insurance  which  supplies  population  projections  for  the 
CPP,  are  conservative.  There  are  two  reasons  for  this:  the  projections 
are  bounded  by  historical  trends;  and  governmental  agencies  are  not  at 
liberty  to  speculate  an  the  future.  Therefore,  they  assume  constant 
values  past  the  normally  projected  trends  of  fifteen  years.  In  the 
past,  projections  dealing  with  demographic  jAienotiena  have  been  invari- 
ably wrong  in  the  long  run  and  often  in  the  short  run  as  well. 

Mortality  projections  are  subject  to  the  least  fluctuations  and, 
correspondingly,  to  the  least  number  of  errors.  The  projections  by 
Statistics  Canada  (1975)  assume  only  slight  improvement  in  Canadian 
mortality  for  the  years  ahead.  The  population  projections  now  being 
prepared  for  the  Econcmic  Council  of  Canada  by  the  McMaster  Group  use 
three  possible  changes  in  Canadian  mortality,  producing  high,  medium, 
and  low  projections  based  en  the  trends  for  mortality  decline  between 
1951  and  1971. 

The  "low"  projections  produce  life  expectancies  at  birth  for  males 
in  1976  of  70.1  and  in  2011  of  73.0.  For  females  the  corresponding 
values  for  those  years  are  77.9  and  85.3.  It  should  be  noted  that  the 
"low"  projections  refer  to  the  corresponding  low  fertility.  High  fer- 
tility carries  with  it  high  infant  mortality  and  thus  depresses  life 
expectancy  values  at  birth.  Life  table  values  for  the  U.S.  white  popu- 
lation for  1975  indicate  male  and  female  life  expectancies  at  birth  at 
69.4  and  77.2  respectively,  approximating  the  projected  values  by  the 
McMaster  Group  for  Canada  in  1976  and  for  their  "medium"  projections. 
If  the  projections  cane  true,  then  the  population  in  Canada  will  show 
high  survivorship  rates,  going  well  above  ten  years  after  the  pension- 
able age  of  65. 

Canadian  mortality  has  been  dropping  substantially  for  females  in 
the  older  age  groups.  For  instance,  the  mortality  rate  for  women  aged 
80-84  declined  33.4  per  cent  between  1950  and  1976  whereas  male  mortal- 
ity in  the  same  age  group  declined  csily  by  10.6  per  cent,  that  is  less 
than  one-half  per  cent  annually  (Table  6).  Conparing  the  actual  mortal- 
ity rates  in  1976  with  those  projected  by  Statistics  Canada  from  the 
1965-1969  data  base  (Tables  7  and  8)  for  deaths  by  all  causes,  the  de- 
cline in  mortality  realized  in  1976  seems  to  have  proceeded  faster  than 
the  decline  projected  by  Statistics  Canada  to  the  years  1985-1989  from 
trends  occurring  in  the  periods  1955-1959  and  1965-1969.  For  instance, 
males  65  to  69  were  projected  to  suffer  a  slightly  higher  mortality  in 
the  late  1980s,  but  their  actual  mortality  experience  in  1976  repre- 
sented a  drop  of  about  9  per  cent  as  ccsipared  to  the  base  data  for  1965- 
1969.  Other  older  age  groups  show  a  similarly  accelerated  drop  in  mor- 
tality. This  applies  also  to  the  mortality  of  older  women.  By  1976, 
those  between  ages  75  and  79  already  experienced  61  per  cent  of  the  38 
per  cent  drop  projected  for  the  years  1985-89.  Caution  is  necessary  in 
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interpreting  these  data,   as   the   1976  mortality  data   are   for  one  year 
only  while  the  projections  are  based  on  four-year  averages. 

Table  6 

Mortality  Rates  of  Older  Canadians,  by  Age  Groups  and  Sex,  Since  1950 


Age  groups 

(rate  per 

1,000  population) 

All  ages    65-69 

70-74 

75-79    80-84 

85+ 

(Per  cent) 

1950    Male 

10.1 

36.4 

54.9 

84.7     132.2 

222.9 

1960 

9.0 

35.0 

54.3 

83.2     128.5 

217.5 

1970 

8.5 

36.3 

53.3 

78.2     119.7 

197.0 

1971 

8.5 

34.7 

51.9 

79.0     118.8 

198.6 

1972 

8.7 

35.7 

53.4 

78.9     122.7 

213.9 

1973 

8.6 

34.7 

52.0 

79.6     121.9 

218.5 

1974 

8.6 

34.9 

53.1 

78.3     121.5 

217.0 

1975 

8.5 

34.4 

51.4 

77.2     120.1 

221.7 

1976 

8.4 

33.3 

51.4 

77.3     118.2 

195.8 

1950    Female 

7.9 

26.4 

42.8 

69.9     115.3 

209.1 

1960 

6.6 

21.3 

35.1 

60.8     104.1 

199.6 

1970 

6.1 

18.3 

29.4 

48.7      83.9 

163.7 

1971 

6.1 

17.3 

28.3 

48.1      82.4 

163.3 

1972 

6.2 

17.7 

29.1 

48.3      80.8 

158.6 

1973 

6.2 

16.9 

28.0 

47.8      80.8 

157.0 

1974 

6.3 

17.3 

28.1 

46.7      81.3 

156.3 

1975(a) 

6.2 

17.3 

27.8 

45.5      77.3 

149.7 

1976(a) 

6.1 

16.4 

26.3 

44.7      76.8 

154.7 

a  Estimated. 

Sources  Statistics  Canada,  Vital  Statistics  1975,  Vol.  Ill:  Deaths, 
Cat.  84-206;  Causes  of  Death,  1976,  Cat.  84-203. 

Trends  in  Mortality  Into  the  1980s 

Looking  at  the  changes  in  Canadian  mortality  for  the  older  popula- 
tion and  by  major  causes  of  death,  mamely  diseases  of  the  circulatory 
system  and  of  the  respiratory  system,  and  deaths  due  to  neoplasms,  the 
trends  in  mortality  appear  to  be  unclear  (Table  7).  Most  of  the  projec- 
tions for  the  years  1975-1979  seem  to  be  lower  than  the  rates  of  mortal- 
ity recorded  in  1976  for  diseases  of  the  circulatory  system.  This  seems 
to  apply  to  both  sexes.  However,  the  differences  may  be  explained  by 
the  fact  that  quite  different  classification  systems  were  adopted  for 
the  1976  data  than  for  the  1965-1969  data.  The  latter  were  classified 
by  the  Seventh  Revision  of  the  International  Classification  of  Diseases, 
whereas  the  present  Canadian  mortality  data  are  recorded  since  1970 
according  to  the  Eighth  Revision  of  the  International  Classification  of 
Diseases.  The  same  concern  applies  to  the  data  shown  for  the  diseases 
of  the  respiratory  system  and  for  neoplasms.   An  interpretation  which 
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explains  apparent  differences  by  differences  in  classification  is  bol- 
stered by  the  previously  described  de  facto  decreases  for  all  causes  of 
death  as  registered  in  1976. 


Table  7 

Mortality  of  Older  Canadians: 

1959  to  1985-1989 


Actual  and  Projected  Rates  Between  1955- 


Lowest  rate 

recorded  in 

Actual  rate  (per 

province 

100,1 

DOO  population 

Projected 

during 

1955-1959 

1965-1969 

1976(a) 

1985-1989 

1968-1970 

65-69 

Male 

3,604.3 

3,650.8 

3,326.6 

3,684.0 

2,820.0 

70-74 

5,310.2 

5,267.5 

5,138.3 

5,175.8 

4,300.0 

75-79 

8,264.2 

8,012.0 

7,733.2 

7,579.6 

6,780.0 

80-84 

13,248.3 

12,367.5 

11,822.9 

11,177.9 

9,950.0 

85+ 

22,713.9 

21,220.3 

19,575.5 

21,059.3 

18,520.0 

65-69 

Female 

2,255.5 

2,326.9 

1,644.5 

1,622.8 

1,480.0 

70-74 

3,624.4 

3,543.0 

2,630.0 

2,274.8 

2,240.0 

75-79 

6,376.5 

5,853.2 

4,470.6 

3,626.8 

3,880.0 

80-84 

10,685.4 

9,954.5 

7,680.9 

7,119.6 

7,660.0 

85+ 

22,302.3 

19,010.5 

15,469.9 

17,087.4 

15,620.0 

a  Data  after  the  projections  based  en  1965-1969  data  were  made. 

Source  Statistics  Canada,  Technical  Report  on  Population  Projections 
for  Canada  and  the  Provinces  1972-2001,  Cat.  91-516,  Table  4.7; 
Causes  of  Death,  1976,  Cat.  84-203. 

Built-in  Difficulties  with  Demographic  Projections 

The  examples  of  mortality  projections  just  described  illustrate  the 
difficulties  demographers  face  when  their  projections  are  put  to  the 
test,  even  only  a  few  years  later,  and  the  expected  and  actual  data  dis- 
agree. Whereas  it  is  crucial  to  have  fixed  values  v^^en  calculating  fu- 
ture funding  requirements  for  pensions,  all  assumptions  about  trends  ex- 
tending into  the  future  are  self-defeating.  This  is  particularly  so 
since  the  crucial  variables  of  the  length  of  life  and  of  the  proportion 
surviving  are  cpen  to  fluctuations.  The  fluctuations  are  more  likely 
than  not  to  move  upwards  unless  unlikely  policy  reversals  in  medical 
care  take  place.  Given  few  if  any  alternatives,  the  extant  projections 
as  developed  by  Statistics  Canada,  for  instance,  will  do.  In  other 
words,  the  shorter  the  time  span  of  a  projection,  the  less  will  be  the 
likelihood  of  error. 
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Table  8 

Mortality  of  Older  Candians,    by  Three  Major   Causes   of    Death,    by  Age 

Groups  and  Sex:     Actual  and  Projected,   Between  1965-1969  and  1985-1989 


Diseases  by 

age 
sex 

Actual 

rate 

Projected 
1975-1979 

rate (a) 

groups  and  i 

1965-1969 

1976(b) 

1985-1989 

(Rate  per  100, 

,000  population) 

Circulatory 

diseases 

65-69 

M 

1,725 

1,728 

1,710 

1,694 

F 

852 

785 

773 

701 

70-74 

M 

2,508 

2,753 

2,453 

2,399 

F 

1,380 

1,447 

1,166 

896 

75-79 

M 

3,826 

4,304 

3,726 

3,629 

F 

2,509 

2,709 

2,077 

1,722 

80-84 

M 

5,964 

6,974 

5,648 

5,349 

F 

4,614 

5,020 

4,055 

3,565 

85+ 

M 

10,709 

12,219 

9,424 

8,293 

F 

10,641 

10,681 

10,503 

10,366 

Respiratory 

diseases 

65-69 

M 

237 

245 

320 

432 

F 

70 

80 

66 

66 

70-74 

M 

376 

445 

506 

681 

F 

124 

138 

117 

110 

75-79 

M 

619 

773 

758 

929 

F 

237 

254 

196 

161 

80-84 

M 

1,051 

1,307 

1,078 

1,321 

F 

512 

528 

416 

338 

85+ 

M 

2,642 

2,595 

3,942 

5,882 

F 

1,355 

1,389 

503 

503 

Neoplasms 

65-69 

M 
F 
M 
F 
M 
F 
M 
F 
M 

883 

890 

1,012 

1,186 

70-74 

1,143 

1,306 

1,302 

1,483 

75-79 

1,508 

1,705 

1,639 

1,781 

80-84 

1,950 

2,171 

2,077 

2,212 

85+ 

2,346 

2,338 

3,329 

4,724 

a     Based  on  the  actual  rate  1965-1969  and  a  number  of  trend  assumptions. 

b  Rate  computed  for  a  single  year.  It  demonstrates  the  difficulty  of 
projections.  The  classification  of  diseases  deviates  somewhat  from 
that  on  v^ich  the  projections  were  based:  ICD  Seventh  Revision.  The 
1976  classification  is  that  of  ICDA,   Eighth  Revision. 

Source  Statistics  Canada,  Technical  Report  on  Population  Projections 
for  Canada  and  the  Provinces,  1972-2001,  Cat.  91-516,  Table 
4.15,   4.18,   4.19;   Causes  of  Death,   1976,   Cat.   84-203. 
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MORBIDITY  OF  OLDER  CANADIANS 

The  recent  reports  in  mass  media  en  the  plight  of  the  aged  suggest 
that  a  good  proportion  of  older  persons  are  weak  in  body,  uncertain  of 
mind,  and  are  occupying  most  of  the  hospital  beds  in  the  country.  When 
the  present  young  adult  generation  reaches  retirement  in  forty  to  fifty 
years,  so  the  story  goes,  all  health  care  programs  will  be  overburdened 
with  arthritic  senior  citizens.  The  truth  is,  the  data  give  cause  for 
optimism. 

Hospitalization 

Over  the  last  six  years  there  was  some  increase  in  utilization  of 
hospital  facilities.  For  males  between  65  and  74  the  number  of  hospital 
separations  (that  is  number  of  cases,  not  persons,  leaving  the  hospital, 
including  deaths)  has  increased  by  about  6  per  cent  be  teen  the  years 
1969  and  1975;  for  men  older  than  75  years  the  increase  was  15  per  cent. 
For  women  in  the  same  age  category  the  increase  was  6  and  7  per  cent 
respectively.  During  the  same  six-year  period,  the  number  of  days  for 
each  stay  in  the  hospital  remained  about  the  same  for  the  younger  group 
but  increased  by  about  one  day  for  the  older  group.  On  the  other  hand, 
the  average  number  of  days  in  hospital  per  person  in  the  corresponding 
age  and  sex  group  declined  by  about  three  days  for  the  younger  group  and 
remained  the  same  for  persons  over  75  years  of  age  (Table  9).  These 
slight  changes  for  the  better  may  be  interpreted  to  mean  a  better  utili- 
zation of  hospital  services  by  the  aged,  a  mDre  efficient  provision  of 
medical  care  by  the  hospitals,  and  in  the  case  of  separations,  a  slight 
increase  in  deaths  in  hospital  over  those  at  home  or  in  various  care- 
taker institutions.  In  any  case,  slightly  fewer  than  one- third  of  males 
between  the  ages  of  65  and  74  and  less  than  one-fourth  of  females  in  the 
same  age  group  use  the  hospital  services  annually,  an  indicator  not  too 
much  higher  than  the  average  health  experience  of  the  adult  population. 

The  decrease  in  stay  in  institutions  for  mentally  ill  and  retarded 
was  quite  dramatic  for  the  years  between  1964  and  1974.  The  number  of 
older  Canadians  between  the  ages  of  65  and  69  in  institutions  was  about 
halved  during  the  period,  from  777  to  373  per  100,000  population.  For 
those  80  years  and  older,  the  same  reduction  occurred.  An  explanation 
for  this  dramatic  decline  lies  in  changes  of  treatment  with  the  intro- 
duction of  chemotherapy,  and  in  a  greater  effort  on  the  part  of  mental 
health  institutions  towards  treatment  and  away  from  custodial  care.  In 
any  case,  the  number  of  persons  involved  is  quite  small,  about  one-half 
of  1  per  cent  of  all  aged  (Table  10). 

Prognosis 

In  the  area  of  health  care,  the  advances  thus  far  have  been  tremen- 
dous. As  the  general  health  care  policies  becone  refined  to  emphasize 
prevention,  and  the  understanding  of  epidemiological  issues  increases 
the  effectiveness  of  medical  coverage,  one  may  expect  that  public  health 
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measures  will  have  a  positive  effect  on  older  persons'  health.  Primar- 
ily, however,  as  the  younger  c»horts  born  and  raised  after  World  War  II 
reach  late  adulthood  and  old  age,  their  attitudes  as  users  of  health 
services  will  illustrate  a  better  understanding  of  their  bodies  and 
their  health  needs.  One  may  therefore  expect  a  healthier  population  in 
the  years  to  come. 

Table  10 

Morbidity  of  Older  Canadians:  Patients  in  Mental 

Institutions  Between  1965  and  1974(a) 

Patients  by  age  group 
(per  100,000  population) 


1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 


60-69 

70-79 

80+ 

777 

849 

1,219 

709 

769 

1,118 

662 

712 

1,051 

605 

660 

990 

572 

629 

945 

514 

574 

889 

484 

561 

813 

451 

518 

747 

398 

484 

650 

373 

460 

614 

a  Last  year  for  which  data  were  available. 

Source  Statistics  Canada,  Mental  Health  Statistics, 
Vol.  II,  Patients  on  Books  in  Institutions, 
1970-1974,  Cat.  83-208. 


IMPLICATIONS  OF  THE  DEMOGRAPHIC  INDICATORS  FDR  THE  SURVIVORSHIP  RATE 

The  main  purpose  of  this  report  was  to  show  that  the  older  popula- 
tion has  a  better  chance  of  survivorship  than  the  preceding  populations. 
The  host  of  studies  available  to  the  Coimission  all  stress  that  the  pro- 
portion of  the  aged  will  increase,  and  with  it  the  dependency  burden  in 
the  years  to  come  and,  in  particular,  early  in  the  next  century.  The 
various  studies  and  reports  argue,  quite  correctly,  that  the  shape  of 
the  age  and  sex  pyramid  of  th  Canadian  population  is  undergoing  and  will 
undergo  dramatic  changes,  since  fertility  has  declined  and  conceivably 
may  remain  quite  low.  Such  a  situation  will  have  an  effect  of  the  pro- 
portion of  the  aged  in  the  population  only  insofar  as  one  assumes  cer- 
tain traditional  cut-off  points  such  as  the  sixth-fifth  birthday.  On 
the  other  hand,  were  cxie  to  conpute  dependency  ratios  using  the  number 
of  persons  70  years  old  or  older  in  the  numerator  and  those  20  to  70 
years  old  in  the  demoninator,  the  old  age  dependency  ratio  today  would 
not  be   much  different  frcm  tliat  defined,  more  traditionally  in  1929; 
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that  is  it  would  be  about  9  aged  males  per  100  male  population  of  the 
labour  force  age  defined  as  20  to  70  years  of  age.  Such  a  dependency 
ratio  vsould  not  exceed  14  by  the  year  2035  (Department  of  Insurance 
projections  for  the  CPP)  and  might  decline  thereafter.  The  dependency 
ratio  would  be  somewhat  higher  for  women. 

It  is  crucial  to  bear  in  mind  that  populations  approximating  a  per- 
fect survivorship  model  will  have  a  substantial  impact  on  the  funding 
requirement  for  pensions.  In  other  words,  if  the  trends  suggested  in 
this  report  are  to  continue,  Canada  will  have  population  which  is  not 
only  long-lived,  but  in  \4iich  (and  this  is  of  utmost  importance)  the 
longevity  is  evenly  distributed  to  all.  Traditional  survivorship  pat- 
terns encouraged  the  present  system  of  funding  the  pensions:  a  sort  of 
chain  letter  principle,  v^ich  is  predicated  on  the  disparate  size  of  the 
base  population  (the  payers)  and  the  early  entrants  into  the  chain  (the 
payees).  With  the  modern  changes  in  growth  levels  (zero  growth)  and 
survivorship  (homogenous  mortality),  a  new  design  for  pension  funding  is 
required. 
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CHANGES  IN  IHE  CANADIAN  OCCUPATIONAL  STRUCTURE 

Each  time  the  decennial  census  was  taken  in  the  last  fifty  years  or 
so,  the  changes  in  the  content  of  enumerated  jobs  were  sufficient  to 
warrant  creating  new  job  description  categories.  Basically,  there  are 
two  major  criteria  for  describing  the  Canadian  labour  force:  the  area 
of  work,  for  instance  extractive  industries  or  financial  establishments, 
and  the  level  of  work,  for  instance  skilled  labour  or  management. 

Changes  Through  1971 

The  classification  of  work  performed  in  the  economic  sectors  in 
which  people  work  is  ceding  its  importance  to  the  classification  of  the 
level  of  ocmpetence  at  which  workers  perform  their  jobs.  This  is  re- 
flected in  the  increasing  proportion  of  non-manual  occupations  repre- 
senting now  close  to  oie-half  of  the  Canadian  labour  force.  During  this 
century,  the  major  switchover  was  from  the  primary  sector  employment, 
primarily  in  agriculture,  to  the  tertiary  sector  of  employment;  there 
was  a  slight  increase  in  tlie  secondary  sector,  primarily  in  manufactur- 
ing. For  instance,  in  1911,  agriculture  accounted  for  about  40  per  cent 
of  the  male  labour  force  but  in  1971  it  accounted  for  only  close  to  9 
per  cent  of  the  male  labour  force.  Professional,  managerial,  and  cler- 
ical male  labour  force  in  1971  accounted  for  over  30  per  cent  of  the 
labour  force,  but  in  1941  it  accounted  for  somewhat  over  15  per  cent  of 
the  Canadian  labour  force. 

ConccMTiitant  to  the  social  change  affecting  the  composition  of  the 
labour  force  is  the  increased  inclusion  of  women  in  the  labour  force. 
In  1911,  only  about  16  per  cent  of  all  women  15  years  of  age  or  older 
were  gainfully  employed  (the  acknowledgement  of  wcxnen  in  agriculture  did 
not  take  place  until  the  1951  census);  in  1971  the  proportion  rose  to  37 
per  cent.  The  major  switch  for  wcmen  was  out  of  the  service  occupations 
in  particular  personal  service,  they  held  fifty  years  ago,  into  clerical 
and  professional  occupations  in  which  close  to  50  per  cent  of  the  female 
labour  force  were  enumerated  in  the  1971  census  (Kubat  and  Thornton, 
1974:   135-167). 

Occupational  Prestige 

All  societies  value  differentially  work  performed  and,  at  the  same 
time,  all  societies  seem  to  agree  on  categories  of  work  which  are  valued 
highly  and  on  categories  of  work  v^ich  are  viewed  as  demeaning.  Indus- 
trial societies  are  characterized  by  a  very  complex  occupational  struc- 
ture but,  within  its  complexity,  the  ranking  of  occupations  is  fairly 
similar  from  society  to  society.  Basically,  the  ranking  is  the  result 
of  the  composite  of  talent  and  the  need  to  get  the  work  done.  The 
higher  the  talent  required  for  a  job  and  the  more  important  the  job  is 
in  terms  of  its  impact  of  the  societal  organization,  the  higher  the 
prestige  of  such  an  occupation.  In  Canada,  the  "knowledge"  workers  who 
also  occupy  positions  of  administrative  responsibility,  for  instance 
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university  presidents,  appear  to  earn  high  prestige  (Blishen  and 
McRoberts,  1976).  There  is  a  substantial  sociological  literature  on 
occupational  distribution  of  the  labour  force.  The  literature  is  tied 
to  the  concern  with  social  change,  in  particular,  the  concern  relative 
to  social  stratification  and  mobility,  that  is  to  the  allocation  of  jobs 
to  population  (Tepperman,  1975).  Thus  far,  the  Canadian  labour  force 
experienced  an  upward  nobility;  the  chances  for  the  son  to  do  better 
than  his  father  in  terms  of  holding  a  "better"  job  were  fairly  good. 
This  was  possible  by  a  structural  change  of  the  occupational  structure 
whereby  new  jobs  being  created  were  disproportionately  in  "higher"  occu- 
pational categories  of  non-manual  employment,  accompanied  by  improved 
pay  and  working  conditions. 

The  result  of  the  expansion  of  the  labour  force,  partially  through 
the  growth  of  population  (natural  increase  and  immigration)  and  through 
the  increasing  labour  force  participation  of  the  population  (decrease  in 
mortality  in  the  adult  population  and  entrance  of  wonen  into  the  labour 
market)  is  a  greater  conplexity  of  tasks  to  be  performed.  There  are  now 
well  over  20,000  job  classifications  in  Canada  (Statistics  Canada,  1971; 
Dominion  Bureau  of  Canada,  1971).  The  prestige  and  desirability  of  sane 
of  the  jobs  are  known  and  acknowledged  and,  the  means  to  qualify  for 
even  exalted  occupations  are  available  to  a  greater  proportion  of  the 
peculation  than  ever  before  and  than  there  are  actual  positions  availa- 
ble. This  situation  produces  certain  pressures  which  will  affect  the 
future  occupational  structure  in  Canada.  The  prestige  of  non-manual 
occupations  cperates  through  a  trickle  effect,  parallelling  the  spread 
of  fashions.  "Cheap"  versions  of  high  fashion  become  widely  available 
and  also  desirable.  Thus,  in  the  occupational  aspiration  schema,  job 
holders  would  like  their  jobs  to  look  like  high  prestige  jobs.  Many 
such  jobs  can  be  upgraded  in  their  image  even  though  their  content  does 
not  change. 

Labour  Force  Mobility 

Labour  force  mobility  is  likely  to  increase  with  the  realization  of 
one's  substantial  longevity  through  the  redefinition  of  one's  job  as  a 
career.  Sc«ne  of  the  mobility  reflecting  early  retirement  of  the  older 
worker  is  a  function  of  technological  obsolescene  (Baum,  1974);  mobility 
of  the  younger  workers  is  a  function  of  their  job  seeking  behaviour  and 
passing  through  their  family  life  cycle  (Economic  Council  of  Canada, 
1976).  Until  now,  the  "fruits"  of  early  job  mobility  resulted  in  a 
deprivation  of  potential  private  pensions  and  encouraged  those  affected 
to  work  past  their  legal  retirement  age.  A  study  of  CPP  contributors 
covering  the  years  1968  through  1972  in  four  regions  in  Canada  (Quebec 
excluded),  showed  that  "between  half  and  three-quarters  of  male  and 
female  workers  aged  25  to  44  had  changed  employers  at  least  once." 
(EconOTiic  Council  of  Canada,  1976:  90).  Canadians  show  a  fair  amount 
of  worker  mobility  which  is  not  likely  to  decrease  over  time.  More 
likely  than  not,  job  changes  will  continue  to  increase,  as  the  basic 
needs  of  inccrie  security  are  being  met  through  various  insurance  type 
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arrangements  (guaranteed  income,  unemployment  insurance,  etc.)  and 
through  a  combination  of  earners  into  one  tousehold. 

Expected  Changes  into  the  Future 

Ttie  literature  on  the  future  of  modern  societies  is  formidable. 
The  literature  in  the  social  sciences  is  dominated  by  views  articulated 
by  Daniel  Bell  (1973).  His  post-industrial  society  is  expected  to  have 
an  occupational  structure,  the  beginnings  of  which  are  noticeable  now. 
The  tertiary  sector  will  gain  primacy  within  which  "the  Icnowledge  work- 
ers," as  Peter  Drucker  calls  them,  will  play  the  main  role.  Social 
change  does  not  occur,  however,  unless  the  preconditions  are  already 
there;  the  recent  changes  in  the  Canadian  occupational  structure  towards 
service  and  professional  employment  will  no  doubt  continue  into  the  fu- 
ture. Ihese  changes  have  a  number  of  implications  for  the  composition 
and  behaviour  of  the  future  labour  force: 

1.  The  new  modes  of  anployment  presuppose  a  formal  educational 
training  vtiich,  indeed,  is  now  available  to  the  young  cohorts 
of  population. 

2.  Ihe  widespread  access  to  and  utilization  of  formal  educational 
institutions  produce  population  sufficiently  informed  about  the 
mechanics  of  acquiring  knowledge  even  though  the  individual 
ability  to  demonstrate  their  knowledge  may  and  does  differ. 

3.  The  universally  high  level  of  formal  education  combined  with 
the  universally  accessible  information  via  the  mass  media 
essentially  den^stify  "high  learning"  and  the  attendant  pres- 
tige distribution  of  occupations.  That  is,  occupations  such  as 
physicians  or  supreme  court  judges  lose  to  managers  and  corpo- 
ration directors  in  terms  of  the  highest  prestige  awarded.  In 
other  WDrds,  organized  corporate  entities  win  out  over  individ- 
ual achievers.  Inasmuch  as  incumbents  of  controlling  positions 
in  corporate  bodies  (university  presidents,  financial  institu- 
tions directors)  are  subject  to  an  essentially  political  re- 
view, v^iich,  in  turn,  is  informed  by  societal  goals  more  than 
by  pure  economic  considerations,  then  the  review  by  peers  pre- 
vails. The  review  by  peers,  for  a  long  time  characteristic  of 
the  scientific  community,  becones  the  central  mode  of  operation 
of  any  professional  and  by  extension  occupational  group.  This 
ethos  of  science  is  crucial  to  any  self-regulating  commune. 
The  changes  outlined  will  produce  a  labour  force  which  will  be 
well  trained  in  terms  of  formal  education  received.  Not  all 
the  education  received  will  be  directly  applicable  to  their 
jobs.  The  effect  of  the  formal  education  will  be  a  decreased 
emphasis  on  direct  supervision  on  the  job  and  a  greater  feeling 
of  equality  among  the  members  of  any  occupational  group.  The 
rewards  will  go  to  those  able  to  organize  effectively,  either 
politically  or  administratively,  other  people  and  production  of 
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goods  and  services.  However,  the  tenure  of  the  organizers  may 
be  limited  and  subject  to  continuous  review.  The  trend  toward 
the  tertiary  and  even  quaternary  sectors  of  the  economy  will 
mean  that  the  overall  worker  productivity  as  measured  by  the 
number  of  all  employed  and  the  GNP  per  worker  will  decline  and 
the  vdiole  econcsny  will  become  bimodal  in  terms  of  a  highly  pro- 
ductive primary  and  secondary  sectors  which  are  capital  in- 
tensive and  less  "productive"  tertiary  and  quaternary  sectors 
which  are  labour  intensive.  It  is  the  labour  intensive  sectors 
of  the  econony  v^ich  will  be  modal  for  the  behaviour  of  the 
labour  force  and  will  have  an  impact  on  labour  force  participa- 
tion in  the  future,  forcing  it. 


LABOUR  FDRCE  PARTICIPATION  RATES 

The  numerical  values  for  labour  force  participation  rates  reflect 
the  definitions  under  v^ich  such  data  are  collected.  Initially,  only 
gainfully  active  population  was  intercepted  in  the  governmental  statis- 
tics and  used  as  a  basis  for  deteriTiining  labour  force  participation 
rates.  More  recently,  beginning  with  this  decade.  Statistics  Canada 
began  to  define  as  labour  force  all  those  either  employed  and  working 
and  those  actively  looking  for  work.  This  new  definition  is  more  inclu- 
sive and  increases  the  numerical  values  of  the  labour  force  participa- 
tion figures. 

Recent  Developments 

The  census  values  for  labour  force  participation  over  the  last 
thirty  years  or  so  peg  the  overall  participation  of  males  fifteen  years 
and  older  at  84  per  cent  in  1951  and  at  76  per  cent  in  1971.  The  value 
was  lower  during  the  1941  census  because  of  the  war.  Thus,  there  was  a 
small  but  perceptible  decline.  The  labour  force  participation  rates  for 
women  have  risen,  doubling  between  1941  and  1971  (Table  1).  More  re- 
cently, using  data  fron  the  monthly  labour  Force  Survey  (Tables  2,  3, 
and  4)  labour  force  participation  of  males  under  twenty  years  of  age 
shows  a  slight  increase  during  the  last  ten  years,  showing  the  impact  of 
the  post-war  cohorts  entering  the  labour  market;  men  in  their  middle 
years  show  a  fairly  steady  and  high  participation  rate;  men  in  their 
middle  and  later  years  show  a  decrease  in  their  participation  rate, 
which  is  quite  dramatic  and  implies  pensioning  off  at  an  earlier  age 
than  the  sixty-fifth  birthday.  Women,  on  the  other  hand,  show  a  slight 
increase  in  labour  force  participation  in  the  same  older  years  and  a 
strong  increase  in  their  young  adult  years. 
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Table  1 

Population  15  Years  of  Age  and  Over  in  the  Labour  Force,  by  Age  Group 

and  Sex,  Canada,  1941-1961 


1971(a) 

1961 

1951 

194 
Male 

Kb) 

Age  group 

Male 

Female 

Male 

Female 

Male 

Female 

Female 

(Per 

cent) 

15-19 

46.6 

37.0 

39.5 

33.0 

57.1 

37.2 

50.9 

25.8 

20-24 

86.5 

62.8 

86.6 

49.3 

92.3 

46.8 

68.9 

41.8 

25-34 

92.6 

44.5 

93.9 

29.5 

96.4 

24.2 

86.8 

24.8 

34-44 

92.8 

43.9 

94.2 

31.0 

96.7 

21.8 

91.6 

16.1 

45-54 

90.3 

44.4 

91.8 

33.3 

94.5 

20.4 

93.8 

12.9 

55-64 

80.1 

34.4 

81.7 

24.4 

85.7 

14.5 

89.3 

10.9 

65+ 

23.6 

8.2 

28.4 

6.7 

38.6 

5.1 

47.2 

5.5 

All  groups 

76.4 

39.9 

77.7 

29.5 

83.8 

24.1 

78.4 

20.7 

a  Excludes  Yukon  and  NWT  prior  to  1971  and  Newfoundland  prior  to  1951. 
b  Excludes  persons  in  active  service  from  the  gainfully  occupied 
(Labour  Force)  count  for  1941. 

Source  D.  Kubat  and  D.  Ihomton.  A  Statistical  Profile  of  Canadian 
Society  (Toronto:  McGraw  Hill-Ryerson,  1974),  Table  J-2, 
pp.  145-6. 

Table  2 

Labour  Force  Participation  Rates,  by  Age  Group  for  Males,  Canada,  1966- 

1975(a) 


14-19 

20-24 

25-44 

45-64 

65+ 

All 

1966 

38.6 

87.4 

97.6 

91.8 

26.4 

77.8 

1967 

39.4 

86.0 

97.3 

91.7 

24.7 

77.5 

1968 

39.1 

84.4 

97.1 

91.1 

24.4 

77.0 

1969 

37.9 

84.2 

96.9 

91.1 

23.6 

76.6 

1970 

38.6 

83.2 

96.7 

90.6 

22.7 

76.4 

1971 

39.0 

83.4 

96.7 

90.0 

20.0 

76.1 

1972 

40.8 

84.0 

96.8 

89.2 

18.7 

76.2 

1973 

43.7 

85.3 

96.8 

88.9 

18.3 

76.8 

1974 

44.3 

86.1 

97.0 

88.3 

17.8 

77.3 

1975 

46.6 

85.5 

96.8 

87.9 

17.4 

77.2 

a  Data  are  taken  from  the  monthly  Labour  Force  survey  of  the  Canadian 
labour  force.  Over  the  years,  the  concept  of  the  labour  force  has 
becone  more  inclusive.  Originally  the  survey  counted  only  those  who 
were  gainfully  employed;  now  those  actively  looking  for  work  are  also 
included.  The  data  are  subject  to  the  standard  statistical  sampling 
errors.  Residents  in  the  Yukon  and  the  Northwest  Territories  and 
Indian  reserves,  inmates  of  ins  i  tut  ions,  and  members  of  the  armed 
forces  are  excluded. 

Source  Statistics  Canada,  The  Labour  Force,  December  1975,  Table  37, 
Cat.  71-001. 
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Table  3 

Labour  Force  Participation  Rates,    by  Age  Group   for   Females,   Canada, 

1966-1975(a) 


14-19 

20-24 

25-44 

45-64 

65+ 

All 

1966 

31.4 

55.6 

34.3 

33.9 

5.9 

32.8 

1967 

31.6 

56.6 

35.7 

35.0 

5.9 

33.8 

1968 

31.3 

58.4 

36.4 

35.5 

5.9 

34.4 

1969 

31.1 

59.3 

38.5 

35.5 

5.5 

35.2 

1970 

30.4 

58.5 

39.6 

36.0 

5.0 

35.5 

1971 

31.1 

59.9 

40.9 

36.7 

5.1 

36.5 

1972 

32.0 

60.5 

42.8 

36.3 

4.3 

37.1 

1973 

34.2 

62.5 

66.5 

37.8 

4.4 

38.7 

1974 

36.7 

63.0 

46.6 

37.4 

4.2 

39.7 

1975 

36.5 

64.4 

49.6 

37.2 

4.4 

40.9 

a  Data  are  taken  from  the  monthly  labour  Force  survey  of  the  Canadian 
labour  force.  Over  tlie  years,  the  concept  of  the  labour  force  has 
become  more  inlusive.  Originally  the  survey  counted  only  those  who 
were  gainfully  onployed;  now  those  actively  looking  for  work  are  also 
included.  The  data  are  subject  to  the  standard  statistical  sampling 
errors.  Residents  in  the  Yukon  and  the  Northwest  Territories  and 
Indian  reserves,  inmates  of  institutions,  and  members  of  the  armed 
forces  are  excluded. 

Source  Statistics  Canada,  The  Labour  Force,  December  1975,  Table  37, 
Cat.  71-001. 

Table  4 

Labour  Force  Participation  Rates,  by  Age  Group  and  Sex,  Canada,  1976- 

1978(a) 


1976 

1977 

1978(b) 

Male 

Female 

Male 

Female 

Male 

Female 

(Per 

cent) 

17-19 

66.3 

60.2 

68.0 

59.5 

68.5 

59.7 

20-24 

85.1 

67.3 

85.1 

68.8 

90.0 

71.6 

25-34 

95.5 

53.9 

95.3 

55.2 

96.0 

59.0 

35-44 

96.0 

53.3 

95.9 

55.7 

96.5 

57.7 

45-54 

92.8 

48.3 

92.4 

49.2 

93.1 

52.1 

55-64 

76.7 

32.1 

76.6 

32.2 

76.8 

32.8 

65-69 

25.5 

7.8 

25.1 

8.5 

22.4 

8.4 

70+ 

9.8 

2.2 

9.2 

2.0 

9.6 

2.8 

a  Based  on  Labour  Force  survey  data,  seasonally  adjusted.  Starting 
January  1976,  the  survey  contains  substantial  revisions  as  compared 
to  the  previous  years.  Population  sampled  is  15  years  of  age  or 
older  and  residing  in  Canada,  with  the  following  exclusions:  resi- 
dents in  Yukon  and  Northwest  Territories;  persons  on  Indian  reserves; 
inmates  of  institutions,  and  full-time  members  of  the  armed  forces. 

b  For  May  1978. 

Source  Statistics  Canada,  The  Labour  Force,  Cat.  71-001,  DecemlDer  1978, 
December  1977,  May  1978. 
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Expected  Labour  Force  Participation 

There  are  three  nBjor  oanponents  which  will  influence  the  labour 
force  participation  in  addition  to  the  economy: 

1.  population  composition; 

2.  occupational  composition; 

3.  inccme-leisure  choices. 

In  terms  of  population  composition,  the  Canadian  population  of  the  la- 
bour force  age  will  remain  stable  and  even  increase  somewhat  for  the 
foreseeable  future.  (Denton  and  Spencer,  1977).  There  will  be  some 
tapering  off  of  the  size  of  the  young  entrants  into  the  labour  market 
starting  in  about  ten  years  and  lasting  at  least  for  another  fifteen 
years,  depending  whether  or  not  the  expected  increase  in  fertility  will 
take  place.  In  any  case,  the  present  mortality  conditions  assure  a 
labour  force  virtually  unaffected  by  dying  off  at  later  working  ages. 
Thus,  any  additional  needs  of  the  labour  force  may  be  met  from  the  pool 
of  persons  who  will  not  die,  as  it  were.  In  terras  of  occupational  com- 
position, the  new  occupational  structure  will  be  heavily  weighted  to- 
wards service  occupations  (in  the  widest  sense  of  the  word)  and  is 
likley  to  be  unisex,  thus  enlarging  the  pool  of  potential  labour  force 
to  the  total  population.  Working  in  such  occupations  also  allows  "flex- 
time"  arrangements,  thus  permitting  parenting  and  working  at  the  same 
time.  In  terms  of  inccHiie-leisure  choice,  the  prognosis  is  uncertain.  On 
the  one  hand,  maximization  of  incone  is  characteristic  of  the  present- 
day  working  behaviour  (Linder,  1970);  on  the  other  hand,  the  experience 
with  the  younger  labour  force  seems  to  indicate  a  certain  detachment 
frcm  work  coupled  with  absenteeism.  The  latter  may  be  only  a  function 
of  youth  with  precedents  in  the  past  (Wright  and  Hamilton,  1978).  In 
any  case,  the  labour  force  participation  is  not  affected,  until  the  lat- 
ter years  of  life  where  the  clear  prevalence  of  early  retirement  choices 
is  observable. 

Were  one  to  correct  today's  labour  force  participation  data  in  the 
later  years  of  life  (e.g.,  starting  with  the  age  of  60  or  higher)  by  the 
mortality  of  earlier  decades,  the  observed  decrease  in  labour  force 
participation  would  be  much  reduced.  In  other  words,  inasmuch  as  the 
recent  utilization  of  early  retirement  is  being  justified  primarily  on 
reasons  of  health  (Ball,  1978),  one  may  surmise  that  some  years  earlier, 
among  males,  those  now  retiring  early  would  have  died.  Thus,  a  propor- 
tion of  male  cohorts  remaining  in  the  labour  force  may  be  fairly  con- 
stant over  time  (Tepperman,  1975).  The  case  of  the  female  labour  force 
has  been  greatly  modified  by  the  changes  in  the  cultural  redefinition  of 
woman's  role  in  society,  away  from  the  heme  to  the  labour  market. 
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SUMMARY 

The  tentative  conclusions  one  may  draw  from  the   changes    in   the 
occupational  structure  of  Canada  are  as  follows: 

1.  The  composition  of  the  labour  force  will  tend  towards  being 
evenly  distributed  between  the  sexes,  with  some  under- 
representation  of  women  in  child-bearing  ages  between  25  and  35 
years.  The  labour  force  participation  for  wonen  will  stabilize 
at  about  60  per  cent  during  the  child-bearing  ages  and  will 
tend  to  be  unisex,  economic  conditions  permitting,  for  the 
other  working  life  age  groups. 

2.  As  the  "professional ization"  of  more  and  more  occupations 
progresses  so  will  the  attachment  to  the  labour  force  become 
stabilized  and  the  pressures  for  early  retirement  may  abate. 

3.  The  labour  force  participation  of  persons  55  years  or  over  is 
more  likely  to  increase  as  much  as  the  disincentives  to  con- 
tinue working,  namely  ill  health,  unpleasant  working  condi- 
tions,  and  a  lack  of  retrainability  diminish. 

4.  In  another  thirty  years  or  so,  the  present  labour  force  compo- 
sition, in  v^ich  the  workers  possess  but  minimum  formal  educa- 
tion and  the  resulting  lack  of  skills  to  manipulate  their  own 
lives,  will  be  fully  replaced  by  workers  v^ose  formal  education 
will  exceed  the  job  requirements.  More  likely  than  not,  such  a 
labour  force  will  be  more  respectful  of  the  value  labour  force 
participation  brings  to  the  society  as  a  whole. 

5.  It  is  quite  possible  that  the  swelling  of  the  labour  intensive 
sectors  of  the  economy  will  require  that  more  people  work  at 
reduced  compensation  for  a  longer  period  of  their  lives  faced 
with  an  unprecedented  longevity  in  good  health.  This  factor 
alone  would  reintegrate  work  into  human  life,  for  men  and  wanen 
alike. 


NOTE  ON  THE  COMPARABILITY  OF  lABOUR  FORCE  PARTICIPATION  EATA 

The  labour  force  participation  rates  presented  here  are  from  the 
monthly  Labour  Force  Survey.  Their  base  population  is  non-institution- 
alized Canadian  population  reached  via  a  mailed  questionnaire.  These 
data  are  custonarily  used  in  the  literature  on  the  econony  of  the  coun- 
try. "They  reflect  the  "true"  participation  within  the  standard  sampling 
errors;  that  means  there  may  be  several  points  deviation  up  or  down  for 
the  respective  values.  These  data  were  used  for  labour  force  participa- 
tion predictions  under  high,  medium,  and  low  fertility  assumptions  by 
the  Economic  Council  of  Canada,  drafts  of  v^^ich  are  now  available  to  the 
Canmission  as  part  of  the  ECC's  project  on  Canada's   Retirement   Income 
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Policies,  now  underway.  Inasmuch  as  t±ie  process  of  short-term  projec- 
tions (until  1991,  from  tlie  base  year  of  1976)  does  not  allow  for  any 
radical  changes  and  has  to  incorporate  the  previous  trends,  the  projec- 
tions are  acceptable,  even  though,  to  my  mind,  the  participation  rates 
may  be  higher  in  the  late  1980s  for  the  older  groups  for  reasons  out- 
lined. Of  course,  underestimating  labour  force  participation  can  only 
help  to  cover  tlie  potential  shortfall  in  CPP  funding. 

The  Canmission  has  also  before  it  labour  force  participation  rates 
projections  by  the  Department  of  Insurance,  contained  in  Appendix  C,  of 
the  Report  by  Keith  H.  Cooper,  June  7,  1978.  The  rates  are  not  entirely 
comparable  due  to  the  different  assumption  entering  the  computations, 
inasmuch  as  the  population  base  for  the  Department  of  Insurance  is  con- 
stricted compared  to  the  "true"  population. 


41 


BIBLIOGRAPHY 

Sources  referred  to  in  the  text  of  Part  C  which  are  already  listed  in 
Bibliography  of  Part  A  are  not  repeated  here. 

ADVISORY  COUNCIL  ON  THE  STATUS  OF  WOMEN.   Sex  Discrimination  in  Fringe 
Benefits.   Ottawa:   February,  1975,  60  pp. 

BALL,  ROBERT  M.   Social  Security  Today  and  Tomorrow.   New  York: 
Columbia  University  Press,  1978. 

BAUM,  DANIEL  J.   The  Final  Plateau;   The  Betrayal  of  Our  Older  Citizens. 
Toronto:   Burns  and  MacEachern,  1974. 

BELL,  DANIEL.   The  Coming  of  Post-Industrial  Society;   A  Venture  in 
Social  Forecasting.   New  York:   Basic  Books,  1973. 

BLISHEN,  BERNARD  R.  and  MCROBERTS,  H.A.   "A  Revised  Socioeconomic  Index 
for  Occupations  in  Canada."   The  Canadian  Review  of  Sociology  and 
Anthropology  13:   71-79.   1976. 

COLLINS,  KEVIN.   Women  and  Pensions.   Ottawa:   The  Canadian  Council  on 

Social  Development.   1978.   254  pp.   Mimeo. 
.   Youth  and  Employment:   A  Source  Book.   Ottawa :   Canadian 


Council  on  Social  Development.   118  pp.   Mimeo. 

DENTON,  FRANK  T.  and  SPENCER,  B.G.   Some  Economic  and  Demographic 

Implications  of  Future  Population  Change.   Paper  before  the  conference 
"2001  -  Coming  of  Age  in  Canada."   Trenton  University,  June  3-7. 
1977.   39  pp.   Mimeo. 

DOMINION  BUREAU  OF  STATISTICS.   Occupational  Classification  Manual 
Census  of  Canada,  1971,  Vol.  II.   Ottawa:   Information  Canada. 

DULUDE,  LOUISE.   Women  and  Aging;   A  Report  on  the  Rest  of  Our  Lives. 
Ottawa:   Advisory  Council  on  the  Status  of  Women.   1978.   pp.  20-61. 

KUBAT,  DANIEL  and  THORNTON,  D.   A  Statistical  Profile  of  Canadian 
Society.   Toronto:   McGraw  Hill-Ryerson,  1974. 

LINDER,  STAFFAN  B.   The  Harried  Leisure  Class.   New  York:   Columbia 
University  Press,  1970. 

MINISTRY  OF  TREASURY,  ECONOMICS  AND  INTERGOVERNMENTAL  AFFAIRS.   The 
Economic  Dynamics  of  the  Aging  of  Canada's  Population.   Ottawa : 
Taxation  and  Fiscal  Policy  Branch.   1978.   31  pp.   Mimeo.   Not  for 
distribution. 

STATISTICS  CANADA.   Canadian  Classification  and  Dictionary  of 
Occupations.   Ottawa:   Information  Canada,  1971. 

TEPPERMAN,  LORNE.   Social  Mobility  in  Canada.   Toronto:   McGraw  Hill- 
Ryerson.   1975. 

WRIGHT,  JAMES  D.  and  HAMILTON,  R.F.   "Work  Satisfaction  and  Age:   Some 
Evidence  for  the  'Job  Change"  Hypothesis."   Social  Forces,  56:1140- 
1158.   1978. 


42 


Private  Pensions  and  Indexing:  A  Review  of  Issues 
and  Policy  Alternatives 


Arthur  \V.  Donner 


Fred  Lazar 


March,  1979 


CONTENTS 

List  of  Tables  44 

1.  Introduction:  The  Indexing  Debate  46 

2.  The  Three  Tier  Post-Retirement  Savings  in  Canada  49 

a)  The  Federal  vSocial  Security  System  49 

b)  Employer-Sponsored  Pension  Plans  50 

c)  The  Private  Savings  Tier  55 

3.  Inflation:  Some  Inportant  Principles  63 

a)  The  Neutrality  of  Inflation:  The 
Macro-econonic  Perspective  63 

b)  Measurement  and  Stability  of  Inflation  67 

c)  Inflation  and  Market  Rates  of  Return  70 

d)  The  Winners  and  Losers  from  Inflation  75 

e)  Accelerating  Inflation  Rates,  Unfunded 
Liabilities,  and  Experience  Deficiencies  77 

4.  Indexing  and  Government  Spending  84 

a)  Is  Indexing  Per  Se  Inflationary?  84 

b)  Indexing  Pension  Benefits:  An  Example  of 
Inflation  Indexing  and  Productivity 

Indexing  86 


43 


c)  Existing  Inccsne  Distribution  in  Canada        90 

d)  Government  Activity  and  Income 

Distribution  92 

5.  Key  Principles  for  Assessing  the  Various  Indexing 
Proposals  103 

6.  Critical  Assessment  of  Alternative  Proposals  for 
Indexing  Post-Retirement  Benefits  108 

a)  Introduction  108 

b)  Professor  Pesando's  Schemes  110 

c)  The  Excess  Interest  Proposal  117 

d)  Ad  Hoc  Adjustments  118 

e)  The  Federal  Government  Accepting  a  Ptole  as 
Lender  of  Last  Resort  to 
Employer-Sponsored  Pension  Plans  118 

f )  Ihe  Inflation  Tax  Credit  Plan  120 

g)  Proposals  to  Extend  the  CPP/QPP  121 
h)  Summary                                 123 

Notes  126 

Bibliography  129 

LIST  OF  lABLES 

Table  1  -  Selected  Savings  and  Personal  Tax  Ratios, 

1968-1977  57 

Table  2  -  Proportion  of  Paid  Vtorkers  in  Labour  Fbrce 

Covered  by  Ffension  Plans,  by  Industry, 

1970,  1974,  and  1976  58 

Table  3  -  Pension  Benefits  Credited  in 

Pre-Retironent  Years  59 

Table  4  -  Pension  Plans  and  Members  by  lype  of 

Benefit,  1960,  1970,  and  1976  60 

Table  5  -  Benefit  Rates  in  Unit  Benefit  Plans  with 

Membership  by  Earnings  Base,  1965,  1970, 

1974,  and  1976  61 

Table  6  -  Benefit  Rates  in  Flat  Benefit  Plans,  1965, 

1970,  and  1976  62 

Table  7  -  Employer  Contributions  to  Private  Pension 

Plans  as  a  Percentage  of  Tbtal  Labour 

Ccmpensation  in  Canada,  Selected 

Industries  and  Periods,  1970-1975  63 

Table  8  -  Distribution  of  Financial  Acquisitions  of 

Individuals  and  Unincorporated  Businesses, 

1975-1977  80 


44 


Table  9  -  Simple  Correlation  Coefficients  Between 

Average  Rate  of  Inflation  and  Variability 

in  Rate  of  Inflation,  23  Advanced 

Economies  80 

Table  10  -  Canadian  Inflation  Trends,  1971-1977  - 

Annual  Percentage  Rates  of  Change  81 

Table  11  -  Selected  Price  Index  Changes  in  Canada, 

1961-1977  82 

Table  12  -  Book  Value  of  Pension  F\jnd  as  Percentage 

of  Market  Value  83 

Table  13  -  Unfunded  Past  Service  Liabilities  as 
Percentage  of  Pension  Fund  Assets  at 
Market  Value  83 

Table  14  -  Total  Experience  Deficiency  and  Total 

Unfunded  Liability  as  Percentage  of  Total 
Value  of  Pension  Funds  at  Latest  Actuarial 
Valuation  Date  84 

Table  15  -  The  Productivity  Dividend  and  the  Relative 
Value  of  Pension  Benefits,  1966-1977,  1971 
Constant  Prices  96 

Table  16  -  Indexing  Options  -  Current  Prices  97 

Table  17  -  Low  Income  Cut-Offs  of  Family  Uiits,  1977      98 

Table  18  -  Incidence  of  Low  Income  Among  Families  and 
Unattached  Individuals  by  Age  of  Head, 
1973  and  1977  (Estimates  based  on   Revised 
Low  Income  Cut-offs)  98 

Table  19  -  Percentage  Increase  1973-1977  of  Average 
Income  of  Families  and  Unattached 
Individuals  by  Z^e  and  Sex  99 

Table  20  -  Government  of  Canada  Revenues  and 

Expenditures,  National  Accounts  Basis, 

1977-1978  100 

Table  21  -  Probable  Incidence  of  Taxes  101 

Table  22  -  Effective  Net  Fiscal  Incidence,  1961         101 

Table  23  -  Fixed  Incane  Yields,  Inflation,  and 

Indexing  Costs  of  Fixed  Income  Securities     102 


45 


1.   INTRODUCTION:   THE  INDEXING  IXBATE 

The  origins  of  the  pension  indexing  debate  in  Canada  can  be  traced 
to  the  acceleration  of  price  and  wage  inflation  v^ich  started  in  1972, 
and  to  the  recent  levelling  off  of  the  pace  of  inflation  at  rates  about 
two  to  three  times  higher  than  the  more  moderate  inflation  rates  of  the 
1960s. 

During  the  first  half  of  the  1970s,  v^iile  inflation  was  accelerat- 
ing, private-sector  enployer-sponsored  pension  plans  were  faced  with  two 
interrelated  problems.  On  the  one  hand,  the  earnings  which  their  in- 
vestnents  generated  were  clearly  insufficient  in  real  terms  -  in  many 
cases,  the  real  rates  of  return  earned  were  negative,  and  well  below  the 
estimates  originally  factored  into  the  plans.  It  was  difficult  for  such 
plans  to  remain  actuarially  sound  in  face  of  the  increasing  liabilities 
created  by  the  rapid  escalation  of  money  wages  and  prices.  On  the  other 
hand,  the  indexing  of  public  sector  pension  plans,  together  with  the  in- 
dexing of  the  Canada-Quebec  pension  plans  (CPP  and  QPP) ,  and  Old  Age  Se- 
curity (OAS)  pensions  inposed  added  pressures  en  enployers  to  introduce 
similar  post-retirement  indexation  of  benefits. 

Private  pension  funds  obviously  were  caught  in  a  financial  dilemma; 
bonds  and  stocks  were  unable  to  serve  as  hedges  against  accelerating 
inflation  and  they  were  also  facing  increasing  liabilities.  It  was  felt 
that  full-scale  indexing  of  private  post-retirement  benefits  would  only 
exacerbate  plan  liabilities.  Indeed,  some  observers  claimed  that  post- 
retirement  benefit  indexing  would  place  the  entire  private  employer- 
sponsored  pension  system  in  jeopardy. 

Thus,  Douglas  Fullerton  argued  in  an  article  in  The  Ottawa  Citizen 
on  October  2,  1974,  that  "in  a  mobile  and  inflationary  age,  the  tradi- 
tional conpany  pension  plan  has  little  place."  And,  in  a  1974  newslet- 
ter, William  M.  Mercer  Limited  warned  that  unless  the  rate  of  inflation 
was  brought  under  control  and  reduced,  that  "it  would  not  be  unduly  pes- 
simistic to  forecast  a  breakdown"  of  the  entire  private  pension  system. 

The  investment  community  and  private  employers  were  a  focal  point 
for  many  of  these  pressures,  and  tended  to  respond  by  attacking  the 
federal  government  employee,  indexed  pension  system.  It  was  argued 
generally  that  the  total  costs  of  these  pensions  were  seriously  under- 
estimated, and  that  Ottawa  could  afford  to  enter  into  such  plans  only 
because  of  its  taxing  powers.  That  is,  Ottawa  need  not  concern  itself 
with  the  viability  of  its  pension  schemes  in  a  manner  similar  to  private 
plans.  Consequently,  many  individuals  called  for  the  de-indexation  of 
federal  government  employee  pension  plans,  and  there  was  some  spill  over 
into  demands  that  even  the  CPP  and  OAS  systems  be  de-indexed  partially. 

Keith  Cooper,  a  well-known  Canadian  actuary,  adopted  a  more  moder- 
ate approach.  In  a  speech  presented  to  the  Guelph  Chamber  of  Commerce 
on  June  6,  1978,  he  argued  that  "public  servants  are  being  paid  base 
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salaries  that  are  roughly  comparable  to  those  in  the  private  sector  but 
with  a  pension  program  that  costs  9  per  cent  of  pay  more  than  average 
plans  in  the  private  sector.  Consequently,  their  total  compensation 
package  ends  up  being  ahead  of  their  private-sector  counterparts.  This 
suggests  tliat  if  public  servants  are  to  retain  their  indexed  pensions, 
they  should  either  reduce  the  level  of  benefits  initially  provided  at 
retirement,  take  a  cut  in  pay,  and/or  eliminate  the  overly  generous 
early  retirement  features  of  the  plan." 

But,  as  we  note  in  this  study,  without  full  indexing,  the  real 
value  of  pre-retirement  and  post-retirement  pensions  declines  very 
quickly  at  the  current  high  rates  of  inflation.  Moreover,  it  is  un- 
likely tliat  society  would  deliberately  choose  to  allow  private  pension- 
ers to  experience  serious  erosions  in  the  real  value  of  their  retirement 
income.  "Hie  many  examples  of  ad  hoc  or  partial  indexing  suggests  that 
private  employers  share  the  general  objectives  of  sustaining  the 
purchasing  power  of  private  pension  benefits.  This  then  raises  the 
fundamental  concern  of  this  study;  if  the  corporate  sector  appears  un- 
able to  support  financially  a  post-retirement  indexed  pension  system, 
and  society  cannot  afford  to,  or  is  unwilling  to  allow  non-indexation  of 
post-retirement  pensions,  then  who  is  to  bear  the  cost  for  indexed  post- 
retired  pensions?  And  equally  important,  what  proportion  of  the  total 
post-retirement  pension  should  be  indexed? 

There  are  two  associated  elements  in  the  debate  concerning  private 
pension  indexing.  This  study  provides  no  estimates  of  the  financial 
costs  of  full  indexing  to  private  employers  under  the  various  schemes 
considered,  but  a  cost  sharing  formula  could  be  arrived  at  which  in- 
cluded government,  enployers,  and  eirployees,  all  contributing  to  index- 
ing costs. (1) 

The  second  element  is  the  reality  tliat  the  institutional  pension 
industry  now  is  a  dominant  force  in  Canada's  investment  industry.  Full 
indexation  of  private  post-retirement  pension  benefits  would  likely 
serve  to  increase  that  dominance.  As  Yves  Guerard  pointed  out  in  a 
paper  entitled.  Pension  Funds  and  Their  Inpact  on  the  Direction  of  the 
Economy ,  in  1977  the  existing  assets  of  the  pension  industry  totalled 
approximately  $40  billion,  and  that  this  figure  is  larger  than  the  ag- 
gregate corporate  direct  and  guaranteed  debt  or  the  market  value  of  the 
300  stocks  of  the  TSE  composite  index.  Moreover,  the  sum  represented 
about  one-half  of  the  assets  of   the  top  fifty  industrial  corporations. 

Thus,  the  primary  intention  of  this  study  is  to  consider  who  or 
what  institutions  should  assume  the  costs  or  risks  of  indexing  private 
pension  benefits.  This  study  illustrates  that  there  is  no  single  answer 
to  the  above  question,  even  though  a  fairly  good  case  can  be  made  that 
indexed  private  benefits  are  required.  A  series  of  proposals  that  have 
been  advanced  on  this  subject  are  reviewed  and  critically  assessed  in  an 
attenpt  to  come  to  grips  with  the  question  of  indexation  and  its  rela- 
tive hxirden. 
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The  structure  of  the  study  is  as  follows.  Section  2  discusses  the 
role  of  the  private  pension  system  and  its  interaction  with  individual 
savings  and  the  federal  social  security  programs  in  Canada.  As  the 
study  notes,  there  are  three  fundamental  tiers  in  the  pension-social 
security  system.  There  is  the  government  tier,  consisting  of  Old  Age 
Security  and  the  Guaranteed  Income  Supplement,  and  in  Ontario  GAINS, 
together  with  the  Canada  Pension  and  Quebec  Pension  Plans;  there  are  the 
private  employer-sponsored  plans;  and  as  well,  there  are  private  indi- 
vidual savings  within  v^ich  are  included  RF?SPs. 

Section  3  of  this  study  provides  an  overview  of  inflation  in 
Canada,  particularly  in  terms  of  its  causes,  the  stability  of  inflation, 
and  its  so-called  neutrality  properties.  This  section  also  includes  a 
discussion  of  the  relation  between  nominal  interest  rates  and  inflation- 
ary expectations,  the  apparent  winners  and  losers  from  inflation,  and 
the  problems  which  have  arisen  for  employer-sponsored  pension  funds  in 
an  inflationary  climate. 

Section  4  considers  the  general  subject  of  indexing  and  government 
financial  management.  One  subject  discussed  here  relates  to  whether  or 
not  existing  indexation  provisions  have  tended  to  be  inflationary  for 
the  industrial  countries.  A  review  of  some  estimates  on  income  distri- 
bution in  Canada  is  used  to  support  the  contention  that  post-retirement 
incomes  should  be  indexed  to  some  degree.  As  well,  this  section  consid- 
ers the  redistribution  impacts  of  government  on  incomes  and  expenditures 
in  Canada,  and  undertakes  a  brief  review  of  the  relationship  between 
government  revenue  growth  and  spending  growth. 

Section  5  presents  a  simple  theoretical  model  predicated  on  the 
life-cycle  savings  hypothesis.  This  model  is  used  as  a  basis  for  evalu- 
ating the  various  post-retirement  indexing  schemes  that  have  surfaced 
recently.  Finally,  the  last  section  of  the  study  provides  a  critical 
assessment  of  the  various  post-retirement  indexation  schemes.  As  this 
section  of  the  report  stresses,  a  critical  aspect  in  the  various  propos- 
als is  the  likely  impact  of  any  indexing  plans  on  the  distribution  of 
income  among  persons  in  Canada.  Unfortunately,  the  distributional  ef- 
fects of  some  of  these  schemes  are  potentially  very  complicated,  and 
therefore  hard  to  evaluate. 

The  various  indexing  proposals  are  summarized  under  the  following 
topics  -  though  there  is  considerable  overlap  among  the  proposals. 

1.  The  index  bond  solution 

2.  The  government  as  an  insurer  of  last  resort 

3.  Excess  interest  scheme 

4.  Continual  ad  hoc  indexation  adjustments 

5.  The  collective  bargaining  fulcrum 

6.  The  Royal  Conmission  proposal 
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7.  Cofirentes  +;  Martin  O'Connell  proposals  -  proposals    to  extend 
CPP/QPP 

8.  Keith  Cooper  -  partial   indexation  plan. 


2.      TOE  TORER  TIER  POST-RETIREMENT  SAVINGS  SYSTEM   IN  CANADA 

a)     The  Federal  Social  Security  System 

The  federal  social  security  system  in  Canada  consists  of  a  series 
of  programs  -  Old  Age  Security  (QAS),  the  Guaranteed  Income  Supplement 
(CIS),  and  the  Canada  and  Quebec  Pension  Plans  (CPP  and  QPP).  The  uni- 
versal OAS  program  provides  an  inflation  escalated  benefit  for  those 
individuals  65  years  of  age  v*4io  n^et  the  necessary  residence  require- 
ments in  Canada.  Beginning  in  1977  the  basic  pension  under  the  Old  Age 
Security  Act  was  $141.34  per  month  for  an  individual. 

The  GIS,  which  amounted  to  a  maximum  of  $99.13  per  month  in  Janu- 
ary, 1977  for  individuals  and  $176.66  per  month  for  a  family  of  two, 
provides  an  additional  form  of  social  security  income  designed  to  ensure 
a  minimum  level  of  individual  or  family  income.  It  is  thought  that  the 
GIS,  VN^ich  is  subject  to  an  income  test,  will  diminish  in  importance 
over  time  as  more  Canadians  draw  benefits  from  the  CPP  and  QPP.  In 
January,  1977  the  n^ximum  monthly  pension  available  under  the  OAS  and 
GIS  was  $240.47  for  an  individual  and  $458.74  for  a  married  couple.  Both 
are  financed  on  a  pay-as-you-go  basis. 

The  CPP  and  QPP  are  social  insurance  plans  v^iich  gear  the  benefits 
to  earnings-related  contributions  of  both  errployees  and  employers. 

The  CPP  and  QPP  plans  are  compulsory,  and  cover  nearly  all  employed 
and  self-enployed  individuals,  and  there  are  no  federal  government  con- 
tributions or  subsidies  to  the  funds.  The  main  benefits  are  retirement 
income  geared  to  work-related  contributions,  although  widows,  widowers, 
orphans,  and  disabled  persons  are  also  protected  under  the  plan.  The 
CPP  is  c«ily  partially  funded,  and  in  a  sense  can  be  described  as  falling 
somewhere  in  between  a  pay-as-you-go  funding  scheme  and  a  fully  funded 
system. 

Employers  and  enployees  each  contribute  1.8  per  cent  of  the  employ- 
ee's earnings  for  an  aggregate  contribution  of  3.6  per  cent  of  the  earn- 
ings base.  The  earnings  base  is  calculated  as  the  difference  between 
the  year's  maximum  pensionable  earnings  (the  YMPE)  and  the  year's  basic 
exenption    (YBE). 

In  1977,  the  YMPE  was  $9,300  and  the  YBE  (10  per  cent  of  the  YMPE 
rounded  down  to  the  next  $100)  totalled  $900.  Thus,  the  maximum  contri- 
bution in  1977  was  $151.20  for  the  enployee  and  employer  of  an  employed 
individual. 
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The  CPP  provides  a  retirement  pension  of  25  per  cent  of  adjusted 
average  earnings.  The  1977  maximum  pension  was  25  per  cent  of  $8,333.33 
or  $2,083.32  per  annum.  The  direct  pension  benefits  are  indexed  to  the 
consumer  price  index  increase,  v*iile  the  YMPE  is  indexed  in  a  somewhat 
different  way.  The  YMPE,  v^iich  governs  the  contributions  and  ultimate 
benefits  paid,  is  escalated  at  12  1/2  per  cent  per  annum  until  it 
reaches  the  industrial  conposite  index  of  wages  and  salaries.  After  it 
reaches  that  total,  future  increases  in  the  YMPE  will  be  tied  to  the  in- 
creases in  the  industrial  oonposite  wage  and  salary  series. 

In  1977,  Old  Age  Security  payments  from  the  federal  government  were 
just  under  $4.7  billion.  This  represented  35.9  per  cent  of  total  fed- 
eral government  transfer  payments  in  that  year,  2.7  per  cent  of  total 
personal  income,  and  15  per  cent  of  total  personal  direct  taxes.  An  ex- 
amination of  the  data  in  Table  1  reveals  that  Old  Age  Security  payments 
have  tended  to  remain  a  constant  2.7  to  2.8  per  cent  of  total  personal 
income  over  the  past  ten  years.  On  the  other  hand,  since  the  Old  Age 
Security  payments  are  funded  on  a  pay-as-you-go  system,  the  payments  as 
a  proportion  of  total  personal  direct  taxes  have  tended  to  decline  in 
two  stages  since  1968.  In  that  year  they  represented  just  under  18  per 
cent  of  total  personal  direct  taxes  and  in  1977  they  amounted  to  just  15 
per  cent. 

Payments  under  the  Canada  and  Quebec  pension  plans  amounted  to  just 
under  $1.4  billion  in  1977  -  roughly  .8  per  cent  of  total  personal  in- 
come in  that  year.  On  the  other  hand,  payments  into  the  Canada  and 
Quebec  pension  plans  totalled  $2.4  million  in  1977,  equal  to  1.7  per 
cent  of  personal  disposable  income  and  7.7  per  cent  of  personal  direct 
taxes.  Altogether  in  1977,  CPP,  QPP,  and  OAS  receipts  represented  3  1/2 
per  cent  of  total  personal  income  in  Canada  and  the  contributions  into 
the  scheme  amounted  to  22.7  per  cent  of  personal  direct  taxes  and  just 
over  4  per  cent  of  total  personal  income.  As  a  proportion  of  total  per- 
sonal direct  taxes,  the  contributions  to  Canada  Pension  Plan,  Quebec 
Pension  Plan,  and  OAS  have  declined  from  29.1  per  cent  in  1968  to  just 
under  23  per  cent  in  1977. 

It  is  also  interesting  to  note  that  the  CPP  and  QPP  contributions, 
which  are  a  form  of  forced  savings  imposed  upon  individuals  by  the 
government,  have  declined  as  a  proportion  of  total  personal  and  unin- 
corporated business  savings  over  the  last  ten  years.  In  1968  these 
contributions  equalled  35  per  cent  of  total  savings,  excluding  these 
contributions,  and  in  1977  they  amounted  to  16.2  per  cent.  Hence,  the 
iitportance  of  this  tier  relative  to  total  national  savings  has  been  on  a 
decline  for  the  past  ten  years 

b)  Enployer-Sponsored  Pension  Plans 

Recently  there  has  been  a  series  of  special  reports  and  studies  on 
the  subject  of  pensions  and  their  actuarial  status.  For  example.  Sta- 
tistics Canada  carries  out  annual  surveys  of  pension  plans  (Cat.  74- 
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201).  In  March  1978  the  Financial  Executives  Institute  of  Canada  pub- 
lished a  report  on  their  own  survey  of  pension  plans.  As  well,  there 
have  been  some  newly  published  books  on  the  subject  of  pension  funding 
in  Canada,  one  by  Pesando  and  Rea,  entitled  Public  and  Private  Pensions 
in  Canada:  An  Economic  Analysis,  and  one  by  Geoffrey  Calvert,  entitled 
Pensions  and  Survival. 

Statistics  Canada  data  provide  a  good  starting  point  for  an  enpiri- 
cal  discussion  on  the  current  status  of  pensions  in  Canada.  Since  this 
report  deals  with  indexing  -  as  it  could  potentially  affect  pension 
funds,  pensioners,  and  the  financial  market  -  it  is  important  to  con- 
sider the  actual  dimensions  and  features  of  most  plans  which  are  cur- 
rently in  place.  That  is,  many  of  the  concerns  expressed  about  the 
purchasing  power  of  benefits  relate  to  the  empirical  realities  of  the 
plans,  their  size,  their  asset  composition,  their  funding  situations, 
and  the  inflation  protection  built  into  the  funds  for  the  pensioner. 

The  Statistics  Canada  data  we  refer  to  cover  employer-administered 
pension  plans  -  and  included  in  the  enployer  classification  are  the  var- 
ious levels  of  governments.  As  the  data  in  Table  2  illustrate,  slightly 
less  than  40  per  cent  of  the  work-force  were  members  of  an  employer- 
sponsored  plan  in  1976.  As  Statistics  Canada  notes: 

"The  public  sector  consists  of  some  of  the  largest  plans  in  the 
country /  notably  those  for  the  federal  employees,  the  Armed  Forces, 
crown  corporations  and  provincial  employees. ..  that  is,  there  are 
relatively  few  plans  within  the  public  sector,  but  they  are  large 
in  terms  of  enployee  coverage. .  .The  vast  majority  of  the  plans  (in 
1966)  -  14,999  out  of  15,600  -  were  in  the  private  sector  and  cov- 
ered 2,147,000  persons,  55  per  cent  of  all  participants." (page  16) 

The  figures  in  Table  2  illustrate  the  wide  differences  in  coverage. 
Virtually  all  public  sector  enployees  were  covered  by  pension  plans  in 
1976,  whereas  the  private  sector  coverage  has  been  consistently  below  40 
per  cent  of  the  vork-force.  (If  adjustments  are  made  to  exclude  the 
self-enployed  and  part-time  workers,  the  proportion  approaches  65  per 
cent.)  This  latter  point  possibly  requires  underscoring.  That  fact 
that  fewer  than  40  per  cent  of  private  sector  employees  are  covered  by 
enployer-sponsored  pension  plans  has  distributive  implications  for  the 
various  indexing  schemes  v^^ich  have  been  proposed.  As  we  note  in  Table 
2,  coverage  is  greatest  in  the  high  wage  industries  (mining,  manufactur- 
ing, construction,  and  transportation  and  coiTununications)  and  in  the 
public  sector. 

From  the  perspective  of  a  pensioner  seeking  protection  for  his 
stock  of  wealth  during  his  pre-retirement  years  and  for  his  income  flow 
in  his  retirement  years,  his  problem  can  be  broken  up  into  two  time 
frames  -  protection  of  real  wealth  vrfiile  he  is  contributing  to  his  pen- 
sion fund,  and  protection  of  wealth  (and  earnings)  after  retirement.  In 
the  pre-retirement  years,  those  nembers  of  private  pension  plans  which 
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have  formula  benefits  geared  to  their  income   just  prior   to  retirement 
are  protected  somewhat  against  inflation. 

Pre-retirement  indexing  refers  to  the  tying  of  pension  benefits  to 
incomes  earned,  v^ich  in  turn  are  assumed  to  reflect  directly  inflation 
and  productivity  inprovements .  Thus,  the  pensioner  would  want  to  insure 
that  the  real  benefit  in  year  one  of  retirement  has  been  attained  in 
line  with  price  and  productivity  increases  during  the  individual's  work- 
ing life.  While  no  plan  specifically  allows  for  full  pre-retirement 
indexing  for  inflation  and  productivity,  since  some  type  of  averaging 
formula  is  generally  applied,  the  following  discussion  simply  illus- 
trates that  plans  based  on  the  average  of  highest  income  provide  the 
best  pre-retirement  protection. 

Table  3  below  sets  out  an  average  annual  earnings  series   for   Cana- 
dian workers  between  1957  and  1977.     Over   that   time   interval   the   con- 
sumer price  index  rose  at  an  average  rate  of   4.2  per   cent  per   annum. 
Over  the  five  years  ending  1977,   the  index  rose   an  average  of   8.9  per 
cent  per  annum,  while  in  1977,   the  consumer  price  index  rose  8  per  cent. 

If  the  pension  benefit  were  based  on  the  final  year's  work  income, 
and  assuming  that  the  formula  specifies  that  the  pension  benefit  equals 
40  per  cent  of  that  income  (2  per  cent  of  earnings  for  each  of  the 
twenty  assumed  years  of  service),  then  in  this  example  the  retirement 
benefit  would  be  $4,108  per  annum  -  40  per  cent  of  the  $10,270  amount. 
In  this  case,  it  would  appear  that  the  plan  allows  for  full  pre- 
retirement indexing.  However,  if  during  this  final  year  the  employee 
experiences  some  unenployment  or  undereirployment  because  of  general  eco- 
nomic conditions,  then  the  benefit  would  be  below  the  $4,108  figure.  In 
effect,  economic  conditions  can  offset  the  apparent  full  pre-retirement 
index  provision  of  such  plans. 

If  the  benefit  is  based  on  an  average  of  the  last  five  years'  earn- 
ings, the  benefit  declines  to  $3,312  per  annum;  based  on  a  twenty -year 
income  average,  the  benefit  declines  to  $1,936  per  annum.  As  long  as 
wages  and  salaries  increase  somewhat  faster  tlian  the  pace  of  inflation, 
the  average  of  best  earnings  plan  provides  the  most  protection  in  an 
inflation  environment. 

Pre-retirement  inflation  protection  of  benefit  payments  then  can  be 
inproved  for  the  employee  if  he  is  able  to  negotiate  collectively  either 
a  final  earnings  plan  or  a  highest  average  earnings  plan.  Since  such 
plans  are  in  existence,  and  pre-retirement  indexing  has  been  provided, 
the  question  is  raised  once  more  as  to  why  negotiated  private  sector 
post-retirement  indexing   is  not  more  widespread. 

Alternatively,  if  Canada  were  to  move  into  a  genuinely  deflationary 
period  (when  actual  price  levels  decline  during  the  working  years),  nom- 
inal money  earnings  would  be  declining,  and  a  pensioner's  interests 
would  be  protected  best  by  the  lifetime  average  earnings  scheme. 
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The  types  of  enployer-sponsored  plans  in  existence  have  been  chang- 
ing in  the  1970s,  and  these  trends  are  evident  in  the  data  in  Table  4. 
In  1976,  73.7  per  cent  of  the  still  working  n>embers  of  pension  plans 
were  covered  by  defined  benefit  plans,  with  some  inflation  protection 
offered  by  the  high  proportion  of  plans  in  either  the  average  best  earn- 
ings category  (52.8  per  cent)  or  the  final  average  earnings  category 
(3.2  per  cent).  Money  purchase  plans  and  flat  benefit  plans  accounted 
for  4.7  per  cent  and  19.7  per  cent  respectively  of  the  covered  employ- 
ees. The  number  of  wor)cers  covered  by  average  best  earnings  plans,  a 
plan  form  offering  at  present  the  best  form  of  pre-retirement  inflation 
protection,  has  been  rising.  In  1960,  34  per  cent  of  the  covered  work- 
ers were  in  an  average  best  earnings  plans.  In  1976,  the  proportion 
rose  to  52.8  per  cent.  These  plans  are  among  the  largest  in  operation 
and  obviously  must  be  favoured  by  large  enployers. 

Most  of  the  members  of  final  earnings  plans,  final  average  plans, 
or  average  of  best  earnings  plans  in  1976  were  entitled  to  pension  cred- 
its of  2  per  cent  of  earnings  for  each  year  of  credited  work.  Member- 
ship in  career  average  earnings  plans  tended  to  also  earn  pension  cred- 
its of  2  per  cent  or  more  of  earnings  for  credited  service.  Because  of 
the  nature  of  the  difference  in  the  numbers  covered  by  career  average 
earnings  plans  and  final  average  or  average  best  earnings  plans,  the 
change  between  1965  and  1976  in  the  proportion  of  the  work-force  earning 
2  per  cent  or  more  in  benefits  per  year  of  service  has  been  greater  in 
the  career  average  case.  In  a  nutshell,  career  average  plans  provide 
slightly  less  inflation  protection  in  the  working  years;  as  a  result, 
the  2  per  cent  or  more  benefit  criterion  has  spread  more  rapidly  within 
this  group  of  plans.   (See  Table  5.) 

The  figures  presented  in  Table  4  indicate  that  flat  benefit  plans 
accounted  for  only  6.2  per  cent  of  private  employment  pension  plans  in 
1976.  In  a  flat  benefit  plan  the  pensioner  earns  retirement  income  on  a 
fixed  amount  of  money  for  each  year  of  service.  Some  inflation  escala- 
tion can  be  seen  in  these  figures  with  a  greater  concentration  of  higher 
benefit  rates  over  time.   (See  Table  6.) 

A  further  recognition  of  inflation  follows  from  the  fact  that  there 
has  been  some  increase  in  the  number  of  employer-designed  pension  plans 
which  provide  indexed  benefits  to  the  enployees.  According  to  Statis- 
tics Canada,  at  a  national  level  there  were  141  plans  in  1974  which  had 
indexed  benefits,  covering  607,894  workers.  In  1976,  the  number  of  in- 
dexed plans  increased  to  171,  covering  just  over  one  million  workers. 
Indexed  benefits  were  available  to  nearly  27  per  cent  of  the  covered 
work-force  in  1976. 

Inflation  indexing  of  benefits  is  largely  a  public  sector  fact  of 
life,  however,  since  53  per  cent  of  covered  public  sector  workers  are 
protected  by  indexing,  v^ile  less  than  5  per  cent  of  the  private  sector 
workers  had  indexing  made  available  to  them.  The  inflation  escalation 
protection  is  not  uniform,  but  as   Statistics  Canada  notes: 
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"In  recent  years  there  has  been  a  trend  towards  a  higher  ceiling 
which  in  some  cases  went  up  to  8  per  cent  or  10  per  cent.  A  sig- 
nificant variation  to  this  pattern  has  been  the  complete  lifting 
of  the  ceiling  to  tie  escalation  directly  to  the  full  consumer 
price  index."  (page  54) 

Ad  hoc  indexing  occurs  as  a  number  of  eitployers  periodically  review 
their  pension  programs  in  the  light  of  the  inflation  erosion  of  bene- 
fits. Thus,  the  Financial  Executives  Institute,  in  a  survey  published 
in  March  1978,  notes  that  56  per  cent  of  the  employers  they  contacted 
undertook  ad  hoc  adjustments,  and  only  5.4  per  cent  of  employers  indexed 
pension  benefits  according  to  a  published  formula. 

According  to  Statistics  Canada,  the  pattern  of  employee  contribu- 
tion rates  has  remained  fairly  fixed  in  the  past  decade. 

"At  the  beginning  of  1976  nearly  60  per  cent  of  the  members  of  all 
contributory  plans  were  required  to  contribute  between  5  per  cent 
and  6.99  per  cent  of  earnings,  compared  with  61  per  cent  in  1965. 
Within  the  range  the  most  common  rate  was  5  per  cent  of  earnings 
which  applied  to  27  per  cent  of  the  members  of  all  contributory 
plans,  followed  closely  by  6  per  cent  of  earnings  applied  to  cnly  9 
per  cent  of  all  nembers,  with  the  greatest  concentration  at  the  4 
per  cent  level." 

According  to  the  series  of  surveys  of  total  labour  cost  in  Canada , 
undertaken  by  Statistics  Canada  and  summarized  by  K.J.  Harwood  in  an  ar- 
ticle in  the  January  1977  issue  of  The  Canadian  Statistical  Review, 
"about  one-third  of  the  private  pension  plans  are  'integrated'  with  the 
CPP-QPP.  It  should  be  noted  that  \4iile  one  plan  in  three  is  integrated, 
nearly  three-quarters  of  all  members  are  in  these  plans.  Each  time  the 
earnings  base  for  the  CPP-QPP  rises,  there  is  an  increase  in  contribu- 
tions to  tliose  plans  resulting  in  a  corresponding  decrease  to  private 
plans."  This  interrelationship  between  enployer-sponsored  pension  plans 
and  CPP-QPP  system  is  important  to  keep  in  mind  when  evaluating  the 
various  schemes  that  have  been  put  forth.  Moreover,  the  relative  iiipDr- 
tance  of  enployer  contributions  to  pension  plans  varies  across  indus- 
tries, as  does  the  coverage  of  these  plans. 

Table  7  shows  that  in  firms  and  institutions  in  v^rtiich  private  pen- 
sion schemes  exist,  enployer  contributions  varied  between  1.5  per  cent 
in  the  trade  industries,  and  5.1  per  cent  for  teaching  and  academic 
staff  in  educational  institutions  of  total  labour  oonpensation.  In  man- 
ufacturing and  mining,  the  proportion  was  about  2  1/2  per  cent,  although 
this  figure  applied  to  the  early  1970s.  The  relative  inportance  of  em- 
ployer pension  contributions  to  total  labour  compensation  tends  to  be 
rather  small  in  firms  with  private  pension  plans  and  hence  there  seems 
to  be  some  room  for  absorption  of  the  additional  costs  stemming  from 
post-retirement  indexation  of  benefits. 
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c)     The  Private  Savings  Tier 

In  1977,  net  personal  savings  were  $14.9  billion  or  10.7  per  cent 
of  personal  disposable  income.  This  volume  of  net  savings  represented 
an  almDst  5  1/2-fold  increase  in  nominal  ternns  in  the  volume  of  personal 
savings  since  1968.  (In  real  terms,  net  personal  savings  in  1977  were 
2  1/4  times  as  large  as  in  1968.)  Gross  savings,  including  capital  con- 
sumption allowances  and  miscellaneous  valuation  adjustments,  totalled 
just  under  $22  billion  in  1977.  In  1976,  net  personal  savings  totalled 
$13.6  billion  and  gross  savings  $19.8  billion.  In  that  year,  according 
to  Statistics  Canada  (Cat.  74-401),  there  were  approximately  1.1  million 
registered  retirement  savings  plans  in  effect  and  the  total  contribu- 
tions surpassed  $1.5  billion  or  11.2  per  cent  of  total  net  savings  (7.7 
per  cent  of  total  gross  savings  in  that  year).  Combined  employee  and 
employer  contributions  to  funded  employer-sponsored  pension  plans  to- 
talled an  additional  $3.4  billion  in  1976.  This  represented  24.9  per 
cent  of  total  net  savings  in  1976  and  17.1  per  cent  of  total  gross 
savings. 

Thus,  in  total,  contributions  for  registered  retirement  plans  and 
funded  enployer-sponsored  pension  plans  represented  only  36.1  per  cent 
of  total  net  personal  savings  in  1976.  The  bulk  of  the  savings  went 
into  financial  securities,  which  represented  planned  additions  to  wealth 
to  finance  retirement  income  as  well  as  to  provide  for  endowments  to  be 
passed  on  to  following  generations. 

If  cxie  adjusts  the  net  personal  savings  figure  in  1976  to  include 
the  tax  contributions  used  to  finance  the  Old  Age  Security  system  as 
well  as  the  contributions  to  Canada  Pension  Plan  and  Quebec  Pension 
Plan,  one  derives  an  adjusted  net  savings  figure  of  $20.1  billion  in 
1976.  Of  this  adjusted  basis,  employee  and  employer  contributions  to 
funded  eirployer-sponsored  pension  plans  equals  16.9  per  cent  of  net 
savings,  tax  contributions  to  the  GAS  21.4  per  cent,  and  payments  to  the 
CPP-QPP,   11  per  cent. 

In  total  then,  fixed  savings  for  government  or  employer  pension 
schemes  amounted  to  54.2  per  cent  of  the  adjusted  net  personal  savings 
in  1976.  Thus,  in  1976,  ^proximately  46  per  cent  of  the  flow  of  total 
adjusted  net  savings  was  left  to  the  discretion  of  the  individual.  In 
Table  8  we  can  cfoserve  that  a  large  proportion  of  the  gross  savings  of 
individuals  and  unincorporated  businesses  was  directed  towards  the 
chartered  tanks  and  the  near  banks  throughout  the  period  1975  to  1977. 
Deposits  in  the  banks  and  near  banks  represented  in  1977  just  over  74 
per  cent  of  total  gross  savings,  or  just  under  52  per  cent  of  total  net 
lending  by  individuals  and  unincorporated  businesses.  Canada  Savings 
Bonds  are  also  an  important  medium  for  savings.  Contributions  to  life 
insurance  plans  and  pension  plans  amounted  to  just  under  33  per  cent  of 
total  gross  savings  in  1977,  and  just  under  23  per  cent  of  total  net 
lending. 
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For  the  purpose  of  this  study,  it  is  interesting  to  note  the  dra- 
matic increase  in  the  personal  savings  rate  over  the  past  decade.  In 
1968,  and  indeed  until  1971,  the  personal  savings  rate  (net  personal 
savings  as  a  ratio  of  personal  disposable  incone)  averaged  between  5.3 
and  5.8  per  cent.  In  1972,  mirroring  the  acceleration  in  the  rate  of 
inflation,  (see  Table  1)  the  personal  savings  rate  rose,  peaking  in  1975 
when  the  consumer  price  index  rose  10.9  per  cent.  The  savings  rate  has 
remained  at  a  very  high  level  since  1975. 

Several  factors  could  account  for  the  parallel  increases  in  the 
personal  savings  rate  and  the  rate  of  inflation.  Changes  in  the  tax 
system  v^ich  provided  a  role  for  registered  retirement  savings  plan  con- 
tributed to  the  sharp  increase  in  the  personal  savings  rate  since  1971. 
But  also  of  importance  has  been  the  impact  of  higher  rates  of  inflation 
on  the  long  run  savings  and  \^^alth  accumulation  decisions  of  families. 
That  is,  in  the  1970s,  the  coincidence  of  higher  rates  of  inflation  with 
the  generally  higher  rates  of  unemployment  created  a  mood  of  extreme 
uncertainty.  This  apparently  resulted  in  many  more  individuals  deciding 
to  save  for  the  so-called  rainy  day. 

Indeed,  the  importance  of  the  latter  two  factors  -  the  uncertainty 
effect  and  the  declining  wealth  effects  of  higher  rates  of  inflation  - 
in  generating  higher  levels  of  personal  savings  and  savings  rates,  has 
been  empirically  documented  in  the  study  by  David  Howard,  published  in 
the  November  1978  issue  of  The  Review  of  Economics  and  Statistics. 
According  to  Howard,  (Page  554)  "this  paper  has  detected  several  ways  in 
which  inflation  influences  the  personal  savings  rate.  First,  and  most 
generally,  there  is  the  indirect  effect  by  way  of  its  influence  on  the 
real  value  of  net  liquid  assets... The  results  reported  in  this  paper  on 
the  relation  between  inflation  and  personal  saving  indicate  that  infla- 
tion tends  to  encourage  personal  saving,  both  through  direct  uncertainty 
effects  and  through  indirect  channels,  such  as  the  real  balance  effect. 
The  results  reported  here  indicate  as  well  that  inflation  is  not  the 
only  variable  that  affects  saving  behaviour  through  uncertainty  effects, 
since  in  Canada,  Germany,  the  United  Kingdom,  and  the  United  States, 
unemployment  variables  also  have  positive  effects  on  personal  savings." 

Howard's  findings,  as  well  as  the  clear  parallel  movements  between 
inflation  rates  and  personal  savings  rates,  suggest  some  scope  for  a 
life  cycle  explanation  of  savings  decisions  v^en  a  large  proportion  of 
total  net  personal  savings  is  left  to  the  discretion  of  individuals. 
Individuals  do  appear  to  alter  their  savings  decisions  relative  to  their 
inflation  fears,  as  well  as  relative  to  their  retirement  needs.  This 
premise  is  postulated  by  the  life-cycle  model,  a  model  that  we  will  dis- 
cuss in  detail  in  Section  5  of  this  study. 

In  effect  then,  adjustments  to  inflation  in  terms  of  savings  for 
retirement  income  do  appear  to  be  made  by  individuals,  and  this  is  an- 
other critical  factor  to  be  kept  in  mind  when  evaluating  the  various 
proposals  relating  to  indexation  that  have  been  put  forth. 
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Table  3 

Pension  Benefits  Credited  in  Pre-Retirement  Years 


Average  labour  inconie  per  enployee   Annual  percentage  change 


1957 
1967 
1973 
1974 
1975 
1976 
1977 


(Dollars) 
2,477 
3,942 
6,242 
7,104 
8,282 
9,512 
10,270 


(Per  cent) 

7.9 
10.0 
13.8 
16.6 
14.8 

8.0 


Benefit  payment  based  on 

1.  Average  Income  1973-1977 

2.  Average  Income  1957-1977 

3.  Final  year  Income  1977 

4.  Highest  Income  1977 


.40  X  $8,282 

.40  X  $4,841 

.40  X  $10,270 

.40  X  $10,270 


$3,312/annum 
$l,936/annum 
$4 , 108/annum 
$4 , 108/annum 


Source  These  figures  are  calculated  from  Statistics  Canada  data  on 
total  labour  income  and  total  employment.  The  assumed  benefit 
formula  is  2  per  cent  of  earnings  for  twenty  years  of  service. 
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Table  5 

Benefit  Rates  in  Unit  Benefit  Plans  with  Membership  by  Earnings  Base, 

1965,  1970,  1974,  and  1976 


Benefit  rate  group 

1965       1970       1974           1976 

(Per  cent) 

(Per  cent)  (Per  cent)  (Per  cent)  (Numtier)  (Per  cent) 

Members  in  final,  final  average,  and  average  best 
earnings  plans 

Less  tlian  1 

.5 

.6 

.7 

13,886 

.6 

1    -  1.24 

7.6 

9.5 

6.8 

75,376 

3.4 

1.25  -  1.49 

5.3 

3.8 

1.7 

81,330 

3.7 

1.50  -  1.74 

11.0 

6.2 

8.9 

122,054 

5.6 

1.75  -  1.99 

.7 

1.2 

1.9 

44,473 

2.0 

2  and  over 

65.8 

73.2 

74.8 

1, 

,742,720 

79.6 

Variable  by  sex 

9.1 

.2 

.2 

2,923 

.1 

Other 

- 

5.3 

5.0 

109,442 

5.0 

Total 

100.0 

100.0 

100.0 

2, 

,192,204 

100.0 

Members  in  career  average  earnings  plans 


Less  than  1 

2.8 

.5 

1.6 

32,765 

4.8 

1    -  1.24 

6.8 

6.6 

6.2 

22,813 

3.3 

1.25  -  1.49 

3.6 

1.7 

.9 

6,771 

1.0 

1.50  -  1.74 

31.2 

19.4 

14.5 

92,321 

13.5 

1.75  -  1.99 

15.6 

10.7 

9.2 

61,617 

9.0 

2  and  over 

29.5 

49.0 

60.3 

423,508 

62.1 

Variable  by  sex 

10.5 

.4 

.2 

1,099 

.2 

Other 

- 

11.7 

7.1 

41,449 

6.1 

Total 


100.0 


100.0 


100.0 


682,343  100.0 


Total 

Less  than  1 

1.4 

.6 

1.0 

46,651 

1.6 

1    -  1.24 

7.3 

8.5 

6.7 

98,189 

3.4 

1.25  -  1.49 

4.7 

3.1 

1.5 

88,101 

3.1 

1.50  -  1.74 

18.5 

10.5 

10.3 

214,375 

7.5 

1.75  -  1.99 

6.2 

4.2 

3.9 

106,090 

3.7 

2  and  over 

52.3 

65.4 

70.8 

2,166,228 

75.4 

Variable  by  sex 

9.6 

.3 

.2 

4,022 

.1 

Other 

- 

7.4 

5.6 

150,891 

5.2 

Total 


100.0 


100.0 


100.0    2,874,547  100.0 


Source  Statistics  Canada,  Pension  Plans  in  Canada,  1976,  Cat.  74-401, 
p.  40. 
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(Per 

cent) 

2. 

,5 

2. 

,6 

3. 

,6 

4. 

.5 

1. 

.5 

5, 

.1 

2. 

.3 

2, 

.0 

Table  7 

Etiployer  Contributions  to  Private  Pension  Plans  as  a  Percentage  of  1t)tal 

Labour  Compensation  in  Canada,   Selected   Industries   and   Periods,    1970- 

1975 


Manufacturing  (1971) 

Mines,  quarries,  and  oil  wells  (1972) 

Finance,  insurance,  and  real  estate  (1970) 

Transportation,  oommuni cat ions,  and  other  utilities  (1970) 

Trade  (1972) 

Education,  libraries,  and  museums  (1974) 

Teaching  staff 

Non-teaching  staff 
Services  to  business  management  (1975) 

Source  Statistics  Canada,  Labour  Costs  in  Canada,  Cat.  72-610  to 
72-617. 


3.   INFLATION:   SOME  IMPORTANT  PRINCIPLES 

a)  The  Neutrality  of  Inflation  -  The  Macro-economic  Perspective 

Conventional  economic  models  usually  postulate  that,  over  a  long 
enough  time  interval,  the  pace  and  pattern  of  real  economic  activity  are 
independent  of  the  rate  of  inflation.  That  is,  over  a  sufficiently  long 
time  period,  the  prices  of  all  goods  or  services  produced  in  an  economy 
will  increase  proportionately,  money  wages  will  escalate  at  the  sum  of 
the  average  rate  of  inflation  and  prevailing  labour  productivity  growth, 
while  other  factor  incomes  -  interest  payments,  dividends,  rents,  and 
profits  -  will  increase  at  the  same  rate  as  total  labour  income. 

Thus,  in  a  mythical  long-run  stationary  state  economy,  inflation 
remains  only  a  monetary  phenomenon.  Monetary  policy  and  the  resulting 
inflation  are  neutral  for  the  economy.  Both  money  and  inflation  remain 
a  veil  to  the  real  economy;  real  economic  growth  remains  separated  from 
the  rate  of  inflation  -  and  is  solely  dependent  upon  the  rate  of  growth 
of  technical  progress  and  the  labour  force.  Real  economic  decisions  are 
affected  only  by  real  economic  factors,  such  as  real  wages,  real  inter- 
est rates,  real  savings,  and  investment  decisions. 

This  classical  dichotomy  between  money-induced  inflation  and  the 
real  economy  extends  very  neatly  into  the  financial  markets  as  well. 
That  is,  if  the  prices  of  all  assets  and  liabilities  change  in  the  same 
proportion,  then  the  change  in  the  general  level  of  prices  has  no  finan- 
cial impact  as  well.  Everybody's  real  financial  position  would  remain 
static  as  long  as  real  economic  growth  was  steady  and  the  rate  of  infla- 
tion itself  was  perfectly  reflected  in  the  prices  of  all  financial 
assets  and  liabilities.  Thus,  in  the  classical  stationary  state,  the 
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market  system  automatically  works   as   an   indexer   for  goods,    services, 
assets,  and  liabilities  to  compensate  for  inflation  movements. 

Yet  most  laymen  will  maintain  correctly  that  the  real  returns  to 
financial  assets  -  the  important  factor  in  pension  fund  calculations  - 
are  affected  by  inflation,  even  over  longer  intervals  of  time.  More- 
over, the  layman  will  often  state  that  the  rates  of  inflation  of  dif- 
ferent oonmodities  or  services  that  are  purchased  do  not  converge  in  a 
short  period  of  time. 

The  sensible  layman  will  point  out  that  non-neutrality  takes  sev- 
eral directions.  On  the  one  hand,  over  a  relevant  planning  horizon(2), 
it  seems  absurd  to  claim  that  the  rates  of  change  in  the  prices  of  dif- 
ferent commodities  or  services  are  uniform.  Indeed,  from  the  budgeting 
perspective,  the  public  points  to  many  non-uniform  exairples  since  1973, 
particularly  energy,  food,  and  real  estate  prices. (3)  As  well,  savings 
which  are  accumulated  in  financial  assets,  such  as  fixed  income  bonds, 
and  v^ich  are  not  continuously  turned  over,  suffer  capital  losses  when 
inflation  accelerates  and  experience  capital  gains  when  inflation 
decelerates. 

Thus,  it  is  not  surprising  that  the  layman  finds  it  difficult  to 
accept  the  appropriateness  of  the  long-run  inflation  neutrality  argu- 
ment. Economists  often  seem  to  argue  that  an  individual  should  be  com- 
pletely indifferent  between  an  8  per  cent  rate  of  inflation  and/or  a  2 
per  cent  rate  of  inflation,  as  long  as  that  individual's  money  earnings 
are  advancing  faster  than  the  pace  of  inflation  and  savings  are  earning 
a  positive  real  return.  To  restate  this  proposition  in  a  more  rigorous 
manner,  it  is  assumed  that  individuals  should  be  indifferent  to  in- 
flation as  long  as  it  is  correctly  anticipated  and  alternatives  are 
available  for  protecting  purchasing  power  against  the  expected  rate  of 
inflation. 

As  noted,  non-economists  are  understandably  impatient  with  this  ar- 
gument for  a  variety  of  reasons.  Nevertheless,  part  of  the  difference 
in  interpretation  by  non-economists  relates  to  how  long  a  time  horizon 
is  taken  up  with  the  "long-run"  solution.  We  have  sympathy  for  the 
practical  problems  v^ich  must  be  faced  in  the  real  world  of  variable 
rates  of  inflation,  capital  losses,  and  limited  financial  instruments 
available  to  protect  savings.  Thus,  v^ile  in  theory  the  position  that 
over  a  sufficiently  long  time  period  inflation  is  neutral  is  irrefuta- 
ble,  in  practice  it  is  not  terribly  useful  to  policy-makers. 

Associated  with  the  traditional  economic  theory  that  inflation  is 
neutral  over  the  long  run  is  another  argument  that  postulates  that  in 
the  long  run,  inflation  is  a  monetary  jtienomenon.  That  is,  the  rate  of 
inflation  is  determined  by  the  rate  of  expansion  of  the  money  supply 
over  and  above  the  real  growth  of  the  economy.  In  the  long  run  the  real 
growth  of  the  economy,  as  we  have  noted  above,  is  independent  of  the 
rate  of  growth  of  the  money  supply;  however,   neoclassical  economists   do 
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admit  that  in  the  short  run  the  real  growtli  rate  of  the  economy  can  be 
influenced  to  a  rather  dramatic  degree  by  tlie  growth  of  the  money  sup- 
ply. ITius,  neoclassical  economists  admit  that  in  the  short  run  there 
can  be  some  trade-off  between  the  rate  of  inflation  and  the  level  of 
unenployment ,  but  in  the  long  run,  no  such  trade-off  can  exist. 

The  inplication  of  this  is  that  over  a  short  period  of  time,  if  the 
government  desires  to  reduce  the  level  of  unemployment  below  the  so- 
called  "natural  rate," (4)  it  can  do  so  temporarily  through  an  expansion 
of  the  noney  supply  teyond  the  rate  necessary  to  maintain  price  stabil- 
ity. However,  as  a  consequence  of  this  policy  move,  the  rate  of  infla- 
tion will  begin  to  increase  and  over  time,  if  the  government  insists 
upon  keeping  the  unertployment  rate  below  the  natural  rate,  it  will  be 
forced  into  ever- increasing  expansion  of  the  money  supply,  accompanied 
by  accelerating  rates  of  inflation.  Eventually  the  government  would 
have  to  abandon  its  policy,  the  unemployment  rate  would  return  to  the 
natural  position,  but  the  resulting  equilibrium  level  of  inflation  would 
be  much  higher  tlian  the  initial  equilibrium  rate.  Hence,  in  this  par- 
ticular exanple,  the  rrain  result  of  effecting  a  tenporarily  lower  unem- 
ployment rate  is  a  higher,  but  eventually  stable,  rate  of  inflation. 

The  previous  discussion  an  the  neutrality  of  inflation  suggested 
that  individuals  should  be  indifferent  between  different  rates  of  in- 
flation, as  long  as  they  are  stable  over  time.  However,  this  example 
illustrates  that,  vvtiile  it  is  possible  to  have  different  stable  rates  of 
inflation  at  different  points  of  time,  during  transitionary  periods  the 
rates  of  inflation  can  increase  -  and  the  consequences  of  this  accelera- 
tion are  rather  dramatic  for  debt  instruments.  While  the  rate  of  inter- 
est will  tend  to  increase  to  reflect  the  higher  rates  of  inflation,  the 
yields  on  old  debt  will  rise  only  as  the  value  of  that  debt  declines. 

Hence,  in  this  exanple,  vAien  the  rate  of  inflation  increases  from 
one  level  to  a  higher  and  eventually  stable  level,  holders  of  old  debt 
will  suffer  a  rather  dramatic  capital  loss  during  the  transition  period 
-  and  as  well  in  equilibrium.  Thus,  v^tiile  individuals  should  be  indif- 
ferent between  two  different  but  stable  rates  of  inflation,  they  cannot 
be  indifferent  to  two  different  but  stable  rates  of  inflation  if  one 
follows  upon  another  as  a  result  of  government  policies.  The  possibil- 
ity of  these  so-called  equilibrium  rates  of  inflation  rising  over  time 
is  quite  likely,  and  as  we  note  in  the  following  section,  this  appears 
to  have  been  the  case  in  Canada  and  in  the  United  States. 

Returning  to  the  proposition  that  the  rate  of  inflation  in  the  long 
run  is  determined  by  the  rate  of  expansion  of  the  money  supply,  there 
are  the  associated  problems  that  are  created  by  external  shocks  -  such 
as  the  OPEXZ  price  increases,  agricultural  supply  shortages,  etc.  These 
external,  non-monetary  events  can  result  in  a  boost  in  the  national  rate 
of  inflation;  as  well,  such  shocks  can  provide  deflationary  real  eco- 
nomic pressures  leading  to  higher  levels  of  unemployment.  In  the  ab- 
sence of  any  monetary  policy  changes,  such  as  money  supply  increases  to 
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validate  t±ie  higher  inflation  rates,  the  unemployment  rate  would  rise 
and  eventually  this  would  bring  atout  a  decline  in  the  rate  of  inflation 
back  to  the  pre-shock  equilibrium  level. 

But  v\*ien  the  central  bank  validates  the  higher  shock-induced  rate 
of  inflation  in  order  to  minimize  the  errployment  losses,  cxie  could  argue 
that  there  is  a  social  responsibility  on  the  part  of  the  government  to 
assist  also  those  individuals  who  are  hurt  by  the  higher  rate  of 
inflation. 

In  effect,  in  circumstances  v^ere  external  shocks  suddenly  increase 
the  rate  of  inflation,  and  that  higher  level  of  inflation  is  sustained 
through  public  actions,  government  policies  assist  some  individuals  who 
would  otherwise  be  unen^loyed  -  but  at  the  cost  of  hurting  others  who 
might  be  living  off  fixed  incomes,  most  notably  pensioners  or  their  de- 
pendants. While  the  validation  of  the  higher  inflation  rate  might  sta- 
bilize that  higher  pace  to  become  the  new  equilibrium  rate,  it  clearly 
has  negative  consequences  on  the  financial  market  and  holders  of  debt 
instruments.  Thus,  there  appears  to  be  a  case  here  which  justifies  a 
role  for  government  involvement  in  the  indexation  of  post-retirement 
pensions  and  assisting  private  companies  to  offset  the  capital  losses 
incurred  by  their  pension  funds,  stemming  from  the  increase  in  the  equi- 
librium rate  of  inflation.  In  essence,  if  the  higher  rate  of  inflation 
is  government-induced,  then  governments  should  compensate  the  losers  - 
in  this  case,   recipients  of  fixed  incomes. 

There  also  appears  to  be  some  evidence,  based  on  cross-section  in- 
ternational inflation  comparisons,  that  higher  average  rates  of  infla- 
tion are  associated  with  greater  inflation  variability.  Since  greater 
variability  can  be  translated  into  greater  uncertainty,  this  has  a  neg- 
ative effect  of  increasing  the  average  errors  involved  in  short-term 
inflation  projection.  As  EkSward  Foster  has  noted,  "if  higher  rates  of 
inflation  mean  more  variable  rates,  anticipation  can  never  catch  up;  the 
average  error  in  anticipation  will  increase  and  so,  barring  costly 
changes  in  contracts,  must  the  average  extent  to  v^ich  income  and  vealth 
are  being  redistributed  by  unanticipated  changes  in  inflation."  (page 
396) 

Foster  provides  some  corroborative  evidence  to  support  the  conten- 
tion that  a  distinct  correlation  exists  between  inflation  rates  and  the 
variability  of  inflation  among  twenty-three  industrial  countries.  Among 
the  evidence  cited  are  the  statistics  summarized  in  Table  9. 

The  greater  variability  of  inflation  and  higher  rates  of  inflation 
will  result  in  greater  risks  being  associated  with  the  holding  of  debt 
instruments  and  equities,  and  hence  will  tend  to  lower  the  real  rate  of 
return  an  these  instruments.  Moreover,  in  the  short  term,  the  greater 
variability  will  tend  to  have  depressing  impacts  en  investment  spending 
and  consumer  spending  and  will,  therefore,  generate  some  short-term  de- 
flationary effects  on  the  economy.     In  effect,   the  validation  of   higher 
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rates  of  inflation  brought  about  by  external  shocks  or  attempts  to  buy 
some  lower  levels  of  uneinployment  in  the  short  term,  only  at  the  expense 
of  a  resulting  higher  equilibrium  rate  of  inflation,  will  have  some 
rather  important  non-neutral  consequences  for  the  economy.  Thus,  the 
rather  straightforward  argument  that  an  individual  should  be  indifferent 
between  two  different  rates  of  inflation  does  not  told  up  when  one  con- 
siders how  the  economic  system  moves  from  one  equilibrium  rate  of  infla- 
tion to  anotlier,  and  when  one  considers  that  there  is  a  large  stock  of 
debt  instruments  outstanding  in  the  economic  system  which  were  origin- 
ally issued  at  a  variety  of  different  inflation  rates. 

b)     Measurement  and  Stability  of  Inflation 

There  is  the  additional  important  concern  about  what  particular 
index  should  be  used  to  measure  the  rate  of  inflation. 

It  is  quite  possible  that  different  rates  of  inflation  may  result 
from  the  use  of  the  different  price  indexes  and,  indeed,  that  the  rates 
of  inflation  v>^ich  may  be  pertinent  to  one  group  may  not  be  applicable 
to  another.  This  results  from  the  fact  that  the  spending  patterns  of  in- 
dividuals, families,  businesses,  and  goveminents  are  not  the  same,  v*ile 
the  composition  of  goods  and  services  used  in  the  construction  of  the 
most  oonnion  price  indexes  also  can  differ  dramatically. 

For  exaitple,  it  has  generally  been  assumed  that,  if  a  separate  con- 
sumer price  index  v^re  to  be  constructed  for  low  income  families,  the 
recorded  rates  of  inflation  experienced  by  low  income  families  would 
have  been  significantly  higher  than  the  rate  of  inflation  experienced  by 
middle  class  families  over  the  past  five-year  period  in  Canada.  In 
fact,  such  an  exercise  was  conducted  recently  by  Statistics  Canada  and 
reported  in  its  April  1978,  Canadian  Statistical  Review.  This  article 
notes  that  although  the  present  consumer  price  index  (CPI)  is  most  ap- 
plicable to  middle  income  families,  the  rates  of  inflation  generated  by 
this  index  were  almost  identical  to  the  rate  recorded  by  a  revised  CPI 
based  on  the  spending  patterns  of  low  income  families  in  Canada.  Indeed, 
over  the  period  June  1973  to  June  1977,  the  consumer  price  index  for  the 
official  target  group  recorded  an  average  annual  increase  of  9.3  per 
cent,  while  the  consumer  price  index  for  low  income  families  registered 
an  average  annual   increase  of  only  9  per  cent. 

This  similarity  in  the  movement  of  the  two  price  indexes  reflected 
the  fact  that,  "over  the  period  as  a  \fl*iole,  food  prices  rose  more  than 
other  prices;  this,  other  things  being  equal,  would  result  in  a  higher 
all-item  series  for  the  low  income  group  v^iich  spends  relatively  more  on 
food  than  the  official  target  group.  However,  the  impact  of  food  was 
offset  by  the  fact  that  the  price  increase  for  shelter  was  higher  for 
the  target  group  than  for  the  low  income  families.  This  in  turn  results 
from  the  situation  in  v^ich  (a)  the  price  of  home  ownership  has  been 
escalating  much  faster  than  that  of  tenancy,   and   (b)    home  ownership   is 
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nore  important  to  the  target  group  than  tenancy  and  vice-versa  for  low 
income  families. "(Page  11) 

This  exercise  suggests  that  although  the  consumer  price  index  is 
geared  to  a  specific  group  in  Canada  and  not  generally  applicable,  the 
errors  that  result  from  using  the  rates  of  inflation  as  measured  by  the 
consumer  price  index  for  other  demographic  groups  are  not  likely  to  be 
serious,  even  over  long  periods  of  time. (5) 

t'^ile  the  results  of  the  study  by  Statistics  Canada  tend  to  be 
reassuring,  at  least  with  regard  to  the  validity  of  the  consumer  price 
index  for  various  demographic  groups,  this  does  not  mean  that  the  con- 
sumer price  index  is  a  relevant  index  for  other  sectors  -  the  business 
sector,  the  government  sector,  and  within  the  business  community  for 
individual  business  firms.  For  example,  if  one  compares  the  movements 
of  the  consumer  price  index  and  the  GNE  (Gross  National  Expenditure) 
price  deflator  since  1971,  one  will  find  both  a  sharper  acceleration  in 
the  rate  of  inflation,  as  measured  by  the  GNE  price  deflator,  with  the 
rate  of  inflation  peaking  at  just  under  15  per  cent  in  1974  and  a  cor- 
respondingly sharper  deceleration  of  the  rate  of  inflation,  according  to 
this  index.  Over  the  entire  1971  to  1977  period, the  GNE  price  deflator 
has  increased  at  an  average  annual  rate  of  8  per  cent.  This,  compared 
to  an  average  annual  rate  of  7  per  cent  of  the  consumer  price  index  and 
the  cumulative  increase  for  the  GNE  deflator,  was  just  under  71  per 
cent,  as  conpared  to  just  under  61  per  cent  increase  for  the  consumer 
price  index.  Hence,  over  a  relatively  short  period  of  time  there  are 
rather  large  differences  that  result  in  the  overall  rates  of  inflation, 
as  measured  by  the  consumer  price  index  and  the  GNE  price  deflator. 

Furthermore,  there  are  some  problems  in  determining  whether  the 
rate  of  inflation  actually  peaked  recently  in  Canada,  and  v^ether  or  not 
there  is  a  distinct  downward  trend  in  the  rate  of  inflation  at  present. 
The  trend  of  inflation  again  is  important  for  pension  fund  managers  who 
need  to  forecast  future  movements  in  debt  instrument  yields  and  equity 
prices,  and  as  well  for  the  use  of  the  excess  interest  model. 

The  figures  in  Table  10  include  two  other  price  indexes,  in  addi- 
tion to  changes  in  the  consumer  price  index  and  the  GNE  price  deflator. 
The  rationale  for  the  two  other  indexes  presented  in  Table  10  has  been 
provided  by  Mr.  A.  Meguerditchian,  the  head  of  the  analysis  section  of 
the  GNP  division  of  Statistics  Canada  in  his  article  in  the  April  1976 
issue  of  The  Canadian  Statistical  Review. 

"The  rapid  price  increases  of  the  last  three  years  have  obviously 
been  an  international  p^ienonenon,  a  fact  which  is  frequently  al- 
luded to  but  v^ich  appears  to  have  received  little  quantitative 
analysis  in  terms  of  its  effects  on  the  measurement  of  Canadian 
prices.  However,  given  the  exceptionally  high  rates  of  change  in 
foreign  sector  prices  in  the  past  few  years,  and  given  the  impor- 
tance of  external  trade  to  the  Canadian  economy,  it  is  essential 
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that  export  prices  be  taken  into  accxDunt  when  increases  in  the  GNP 
index  are  analyzed. .  .When  measures  of  demand  prices  such  as  the 
final  domestic  demand  deflator  and  the  consumer  price  index  are 
considered,  it  is  often  important  to  determine  how  much  of  a  given 
price  increase  is  due  to  Canadian  production  prices  and  how  much 
import  prices."  (Page  5) 

Consequently,  the  price  index  entitled  GNE  ex  exports  attempts  to 
eliminate  the  inpact  of  foreign  pressures  on  the  GNE  price  deflator. 
Since  exports  are  sold  on  international  markets,  the  prices  of  the  ex- 
ports are  most  sensitive  to  these  international  pressures.  The  price 
index  entitled  domestic  demand  is  equal  to  the  GNE  ex  exports  deflator 
plus  imports.  This  index  takes  into  account  the  effect  of  domestic 
production,  as  well  as  imports  on  the  prices  of  goods  and  services  pur- 
chased by  Canadians. 

In  comparing  the  movements  of  these  various  indexes,  we  find  that 
for  the  CPI,  the  last  peak  in  rate  of  inflation  occurred  in  1974-75,  for 
the  GNE  price  deflator  in  1974,  for  tlie  GNE  ex  exports  in  1976,  and  for 
the  domestic  demand  deflator,  in  1974.  Moreover,  with  the  exception  of 
the  consumer  price  index,  the  remaining  three  display  a  downward  trend 
in  the  rate  of  inflation,  at  least  between  1976  and  1977.  The  rate  of 
inflation  in  1977  ranges  between  6.1  per  cent  and  8  per  cent.  Hence, 
although  there  is  much  discussion  about  the  rate  of  inflation,  there  are 
obviously  several  measures  of  the  rate  of  inflation,  each  of  which  is 
appropriate  for  a  specific  group  or  circumstance.  The  various  measures 
that  can  be  used  to  calculate  rates  of  inflation  do  experience  different 
movements  over  time. 

Furthermore,  most  indexes  are  assumed  to  overestimate  somewhat  the 
true  pace  of  inflation  because  of  quality  improvements  which  cannot  be 
captured  completely  in  the  price  series.  (For  example,  consider  the 
quality  improvements  in  automobiles,  medical  services,  transportation 
systems,  etc.  that  have  emerged  over  the  past  quarter-century.  In  a 
nutshell,  the  commodity  or  service  base  is  never  completely  identical  in 
future  periods  to  what  it  was  in  the  past.)  (6)  In  addition,  the  per- 
iodic revisions  in  the  weights  used  in  the  construction  of  the  various 
indexes  -  revisions  that  are  made  necessary  because  of  different  rela- 
tive price  movements,  as  well  as  changing  composition  of  expenditures  - 
also  result  in  some  changes  in  the  rates  of  inflation.  For  example, 
Ryten  and  Wells,  in  their  article  in  the  August  1975  issue  of  The 
Canadian  Statistical  Review,  compared  the  growth  rates  of  real  GNP  and 
implicit  price  deflator  using  the  GNE  deflator,  based  on  the  old  1961 
weights  and  the  new  1971  weights.  Over  the  period  1971  to  1974,  they 
found  that  the  new  1971  weights  resulted  in  a  reduction  in  the  average 
annual  growth  rate  in  real  GNP  of  2/10  of  1  per  cent  per  year,  or  a 
cumulative  reduction  of  7/10  of  1  per  cent  in  the  overall  growth  rate. 
In  terms  of  the  rate  of  inflation,  as  measured  by  movements  in  the  GNE 
price  deflator,  the  new  1971  weights  resulted  in  an  increase  of  3/10  of 
1  per  cent  in  the  average  annual  rate  of  inflation  between  1971  and 
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1974.  This  was  a  cumulative  increase  of  nearly  one  percentage  point 
over  that  period,  as  compared  to  the  rates  of  inflation  using  the  1961 
weights.  Obviously  then,  one  must  be  very  careful  in  the  selection  of  a 
price  index  and  the  use  of  this  price  index  as  it  relates  to  the  whole 
issue  of  indexing  post-retirement  pensions. 

As  a  footnote  to  this  section,  we  suggest  that  CPI  still  appears  to 
be  the  most  appropriate  index  to  be  used  to  determine  the  degree  of 
escalation  of  post-retirement  incanes,  as  this  index  measures  the  actual 
price  increases  faced  by  individuals.  While  the  CPI  represents  an 
appropriate  price  series  frcm  the  perspective  of  the  individual,  from 
the  firms'  point  of  view,  the  cost  of  living  changes  may  or  may  not  be 
identically  mirrored  in  rising  selling  prices  for  its  commodities  or 
services. 

c)  Inflation  and  Market  Rates  of  Return 

(i)  Expected  and  Unexpected  Inflation,  Anticipated  and  Unanticipated 
Inflation 

It  is  necessary  to  make  a  distinction  between  expected  and  unex- 
pected inflation  and  anticipated  and  unanticipated  inflation. (7)  Infla- 
tionary expectations  can  be  either  correct  or  incorrect.  A  correctly 
perceived  inflation  rate  is  perfectly  expected.  For  example,  if  the 
prevailing  7  1/2  per  cent  rate  of  inflation  in  1978  rises  to  10  per  cent 
by  1979  and  12  1/2  per  cent  by  1980  and  these  successive  2  1/2  percen- 
tage point  increases  in  the  rate  of  inflation  in  1979  and  1980  are 
correctly  perceived  or  expected,  then  this  should  result  in  a  lender 
demanding  ccmpensation  for  the  accelerated  price  erosion  of  his  capital. 

But  a  path  of  inflation  v^ich  is  correctly  expected  may  still  pres- 
ent problems  in  that  a  distinction  must  be  made  between  the  ability  or 
inability  of  the  lender  to  find  a  means  of  protecting  his  income  or 
wealth  position.  For  example,  in  the  recent  period  of  accelerating 
inflation,  the  typical  Canadian  has  had  few  options  for  protecting  his 
savings  against  inflation  -  although  housing  prices  have  tended  to 
exceed  the  general  rates  of  inflation.  But  in  terms  of  money  market 
instruments,  the  rates  of  return  available  to  small  lenders  through  the 
banking  and  financial  system  have  not  compensated  for  expected  rates  of 
inflation.  An  accurate  expectation  of  future  inflation  need  not  mean 
that  it  is  completely  anticipated.  Indeed  it  is  the  frustration  of 
correctly  expecting  inflationary  change  but  being  in  no  position  to 
anticipate  it  through  adjustments  v\^ich  has  a  lot  to  do  with  the  frus- 
trations in  our  society. 

In  summary,  if  the  prices  of  all  goods,  all  services,  all  assets, 
and  all  debts  were  to  move  together  in  the  same  proportion,  the  changes 
in  the  general  level  of  prices  would  have  no  real  econonic  significance. 
Everybody's  real  economic  income  and  wealth  position  would  be  protected 
in  that  the  real  financial  positions  would  remain  static  or  constant. 


70 


Yet  since  the  cxirnnodity  price  changes  tend  to  occur  at  different  rates, 
and  over  a  practical  tiine  horizon,  there  is  no  reason  why  all  forms  of 
assets  and  liabilities  should  increase  in  price  at  the  same  rate. 

(ii)  The  Classical  Relationship  between  Inflation  and  Market  Rates  of 
Return 

Classical  econonic  principles  generally  state  that  the  real  return 
to  different  types  of  investnients,  both  physical  and  financial,  is  inde- 
pendent of  the  pace  of  inflation.  At  the  core  of  this  hypothesis  is  the 
theoretical  argument  that  the  nominal  return  will  adjust  to  changes  in 
inflation  so  as  to  maintain  the  underlying  real  rate  of  return.  The 
basic  classical  proposition  relating  inflation  to  its  impact  on  assets 
is  commonly  attributed  to  Irving  Fisher  v^o  concluded  that  the  nominal 
interest  rate  in  the  capital  market  fully  adjusts  to  movements  in  future 
expected  inflation  rates.  This  conclusion  remains  at  the  core  of  much 
of  modem  economic  analysis  today. 

This  proposition,  vi^iich  is  still  widely  used  and  accepted  in  mone- 
tary finance,  and  macro-economic  theory,  has  also  been  extended  to  re- 
turn to  equities  as  well  as  fixed  income  securities.  At  this  juncture 
we  will  deal  witli  two  basic  securities  in  a  hypothetical  portfolio; 
securities  with  a  fixed  dollar  coupon  but  a  variable  market  price  and 
equities  which  pay  dividends  and  have  a  variable  market  price. 

Thus  extended  into  either  the  bond  or  common  stock  market,  the  orig- 
inal classical  principle  is  that  either  instrument  may  be  viewed  as  a 
hedge  against  inflation  in  that  the  nominal  yields  will  rise  in  propor- 
tion to  revisions  in  inflationary  expectations.  The  respective  real 
rates  of  return  for  equities  or  fixed  income  bonds  will  be  independent 
of  the  expected  rate  of  inflation.  There  is  an  important  distinction 
which  econanists  make  between  expected  and  unexpected  inflation.  The 
former  represents  correct  perception  and  would  indeed  immediately  impact 
through  lender's  and  borrower's  behaviour  in  the  market-place;  the  lat- 
ter would  impact  on  the  yield  structure,  but  only  with  some  time  delay. 

An  algebraic  and  numerical  exanple  of  the  operation  of  the  Fisher 
principle  is  included  here.  If  lenders  and  borrowers  hold  the  same 
price  expectations,  then  the  market  or  nominal  rate  of  interest  (i)  will 
equal  the  real  rate  of  interest  (r)  plus  the  expected  annual  rate  of 
inflation  (p  )  during  the  planning  horizon. 

Thus  the  Fisher  principle  holds  that  in  equilibrium: 

i  =  r  +  p®  (1.1) 

Equation  (1.1)  can  be  rewritten  to  account  for  a  lagged  adjustment  of 
naninal  yields  to  expected  inflation,  v^ere  the  adjustment  factors  are 
said  to  be  greater  than  zero  but  less  than  unity.     As  well,   the  princi- 
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pie  can  be  rephrased  in  terms  of  a  real  after-tax  rate  of  return,  where 
the  afplicable  narginal  tax  rate   (t)    is  used.     Therefore: 

r   (1  -  t)   =  i    (1  -  t)   -  b  p^  (1.2) 

where  (b)  represents  a  coefficient  of  adjustment.  If  one  assumes  in- 
stantaneous adjustment,  that  is  b=l,  then  the  nominal  rate  of  interest 
required  to  generate  the  same  real  after-tax  rate  of  return,  regardless 
of  the  rate  of  inflation  is: 

In  a  world  of  no  taxes,  and  instantaneous  adjustment  to  inflationary 
expectations,  a  1  per  cent  increase  in  the  rate  of  expected  inflation 
results  in  a  100  basis  point  rise  (or  1  percentage  point)  in  the  market 
rate  of  interest.  If  expected  future  inflation  rises  from  3  per  cent  to 
4  per  cent,  with  the  underlying  real  rate  of  return  remaining  at  2  per 
cent,  then  the  narket  rate  of  interest  would  rise  from  5  per  cent  to  6 
per  cent. 

In  a  wDrld  of  taxes,  \^en  the  level  of  inflationary  expectations 
rises,  the  nominal  rate  of  interest  must  increase  more  than  proportion- 
ately. For  example,  with  a  marginal  tax  rate  of  50  per  cent,  the  nom- 
inal rate  of  interest  in  the  above  example  would  have  to  rise  by  two 
percentage  points. 

This  key  point  needs  underscoring.  The  increase  in  the  level  of  in- 
flationary expectations  should,  in  a  fully  anticipated  way,  be  followed 
by  a  nore  than  proportionate  rise  in  market  interest  rates. (8)  But  the 
essential  principle  remains  intact;  financial  instruments  should  be  a 
hedge  against  inflation  in  that  nominal  yields  reflect  any  changes  in 
inflationary  expectations.  This  neutrality  only  holds  in  the  case  of 
new  financial  investments.  We  point  out  below  that  the  fixed  income  in- 
vestments v^ich  are  held  to  maturity  in  a  rising  inflation  environment 
do  not  yield  the  same  opportunities. 

The  application  of  the  Fisher  principle  to  equities  follows  in  a 
similar  fashion.  As  Zvi  Bodie  notes  in  an  article  in  the  May  1976 
Journal  of  Finance: 

"Economic  theorists  have  long  considered  common  stocks  an  inflation 
hedge  in  this  sense  because  stocks  repesent  ownership  of  physical 
capital  v^ose  real  value  is  assumed  to  be  independent  of  the  rate 
of  inflation.  This  independence  implies  that  a  ceteris  paribus 
change  in  the  rate  of  inflation  should  be  accompanied  by  an  equal 
change  in  the  nominal  rate  of  return  on  equity.  Indeed  this  view 
is  mDst  commonly  expressed  in  somewhat  looser  terms  as  a  positive 
correlation  between  the  nominal  rate  of  return  on  equity  and  the 
rate  of  inflation."  (Page  460) 
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Despite  the  popular  notion  of  the  1960s  that  real  return  to  common 
stocks  was  protected  against  inflation,  the  empirical  observation  that 
this  has  not  been  tlie  case  has  been  discovered  recently  in  the  economic 
literature.  There  has  been  a  spate  of  articles  published  in  leading 
journals  to  support  the  fact  that  the  real  value  of  equities  is  affected 
by  the  rate  of  inflation.  This  literature  has  several  dimensions  -  the 
theoretical  framework  and  tlie  empirical  observations.  As  noted  earlier, 
classical  economic  principles  imply  that  the  current  money  value  of  (un- 
leveraged)  equities  should  rise  in  proportion  to  rates  of  inflation. 
But  a  host  of  institutional  and  other  factors  helps  explain  v^y  equities 
have  not  been  an  effective  hedge  against  inflation.  As  John  Lintner 
notes  in  a  May  1975  Journal  of  Finance  article,  in  times  of  inflation, 
real  return  to  equity  ownership  is  impaired  by 

"specialists  -  involving  such  matters  as  inability  to  maintain 
profit  margins  in  the  face  of  rising  labour  and  material  costs,  the 
use  of  fifo  instead  of  lifo  accounting  methods  and  the  insistence 
on  the  use  of  historical  rather  than  replacement  costs  for  fixed 
assets  botli  in  accounting  dogma  and  tax  law  -  are  seriously  incom- 
plete (however  important  they  may  be  in  practice).  Even  if  all 
these  irrpairments  of  real  return  in  times  of  inflation  were  com- 
pletely eliminated  by  tlie  use  of  replacement  oost  depreciation  and 
lifo  accunting  for  inventories,  and  even  if  real  profit  nergins  and 
rates  of  growth  in  unit  sales  are  always  maintained,  a  company's 
relative  dependence  upon  outside  financing  will  necessarily  be 
higher  the  higher  rate  of  inflation,  whether  expected  or  unantici- 
pated. Moreover,  this  greater  relative  dependence  on  outside 
financing  required  by  an  increase  in  realized  inflation  during  any 
period  will  necessarily  reduce  the  value  of  outstanding  equity,  and 
consequently  also  reduce  the  real  rate  of  return  realized  on 
equities  during  the  period.  These  results  hold  v^ether  new  equity 
or  added  debt  is  issued  to  meet  the  added  financing  required  to 
maintain  real  rates  of  growth  in  the  face  of  either  an  unexpected 
spurt  of  inflation  or  higher  rate  of  fully  anticipated  inflation. 
These  adverse  effects  of  an  increase  in  expected  rates  of  future 
inflation  on  equity  values  and  en  real  holding-period  returns  dur- 
ing the  transition  period  from  one  rate  of  inflation  to  a  higher 
rate,  towever,  will  be  greater  than  those  of  an  equally  large  in- 
crease in  unanticipated  'transient'  inflation."  (Page  269) 

Recent  empirical  finance  literature  has  been  quite  clear  on  the 
point  that  oommon  stocks  have  not  served  as  a  hedge  for  inflation  for  a 
rather  long  period  of  time.  Once  again  Lintner  cites  his  own  and  other 
research  to  back  up  this  point  for  the  U.S.  market. 

Studies  undertaken  in  Canada  appear  consistent  with  the  U.S.  find- 
ings vis-a-vis  the  negative  correlation  between  inflation  and  real  rates 
of  return  to  equities.  Indeed,  in  his  study  Pesando  summarized  five 
recent  studies  which  support  this  empirical  conclusion.   Needless  to 
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say,  the  five  studies  indicate  that  realized  inflation  and  expected  and 
unexpected  inflation  depress  the  real  returns  to  carmon  stocks. 

While  various  studies  have  demonstrated  that  equities  have  not  been 
a  good  hedge  against  inflation,  particularly  in  the  recent  period  of 
accelerating  inflation,  studies  on  the  adequacy  of  debt  instruments  have 
demonstrated  that  over  the  period  of  slew  growth  of  the  rates  of  infla- 
tion, 1959-1971  (see  the  study  by  Carr,  Pesando,  and  Smith  1976),  nomi- 
nal yields  have  increased  on  about  a  one-for-one  basis  with  the  increase 
in  the  expected  rate  of  inflation.  The  study  by  Carr  et  al. ,  however, 
did  not  find  that  the  nominal  rate  of  interest  increased  more  than  pro- 
portionately to  the  increase  in  the  expected  rate  of  inflation  as  would 
be  suggested  by  the  Fisher  principle  in  a  realm  of  positive  tax  rates. 
There  have  not  been  any  other  studies  that  examined  the  relationship  be- 
tween return  on  debt  instruments  and  inflationary  expectations  covering 
the  period  since  1972  to  the  present.  We  would  expect  that  during  this 
period  there  has  been  most  likely  a  less  than  one-for-one  increase  in 
the  nominal  return  relative  to  changes  in  expected  rate  of  inflation. 
Most  likely  the  nominal  return  has  lagged  behind  changes  in  the  expected 
rate  of  inflation.  Indeed,  in  the  study  by  Carr  et  al. ,  there  was  not 
an  instantaneous  adjustment  in  the  ncminal  interest  rate  to  changes  in 
inflationary  expectations,  but  rather,  there  was  a  lagged  adjustment 
that  extended  upwards  to  three  years. 

Furthermore,  even  if  the  noninal  yields  on  debt  instruments  do  in- 
crease proportionately  to  changes  in  the  level  of  inflationary  expecta- 
tions, during  periods  of  accelerating  inflation,  (or  increases  in  the 
long-term  equilibrium  rate  of  inflation),  holders  of  long-term  debt  in- 
struments will  experience  a  rather  substantial  decline  in  the  capital 
value  of  these  assets.  Indeed,  they  will  only  be  able  to  earn  the  higher 
nominal  yields,  and  thus  a  constant  real  rate  of  return,  if  they  turn 
over  their  assets  and  purchase  newly  issued  debt  instruments  -  but  this 
turnover  will  result  in  portfolios  actually  suffering  a  capital  loss. 

Hence,  while  the  Fisher  principle  is  theoretically  correct,  in 
practice  yields  do  not  adjust  instantaneously  to  changes  in  inflationary 
expectations,  and  moreover,  substantial  capital  losses  can  occur  in  the 
process  of  rolling  over  one's  assets  in  order  to  keep  abreast  of  the 
higher  nominal  yields  resulting  fran  higher  rates  of  inflation. 

There  is  one  further  point  vi^ich  requires  clarification.  The  in- 
flation adjustment  clearly  does  not  hold  well  in  the  short  run,  particu- 
larly when  one  recognizes  the  administered  nature  of  short-term  interest 
rates  in  Canada,  and  the  specialized  features  of  other  rates,  such  as 
mortgages.  While  the  Fisher  principle  is  perfectly  consistent  with  sup- 
ply and  demand  explanations  for  interest  rate  movements,  active  market 
participants  are  understandably  inpatient  with  explanations  that  seem  to 
ignore  other  non-inflation  related  factors  which  determine  the  supply 
and  demand  for  funds  in  a  particular  market. 
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Thus,  for  all  practical  purposes  during  a  short-term  transition 
period,  one  should  expject  a  rather  loose  relationship  between  nominal 
yields  and  levels  of  inflation.  Indeed,  the  experience  during  the  past 
five  to  six  years  has  been  exactly  that,  namely,  pension  fund  managers 
have  been  unable  to  earn  real  rates  of  return  commensurate  with  the 
assunptions  built  into  the  pension  plans  and,  in  many  cases  they  have 
been  unable  to  earn  postive  real  rates  of  return. 

d)  The  Winners  and  Losers  fron  Inflation 

It  is  generally  accepted  that  debtors  gain  and  creditors  lose  from 
inflation,  since  the  former  group  is  repaying  debts  in  dollars  that  have 
a  lower  real  purchasing  power  tlian  when  the  funds  were  borrowed.  It  is 
usually  argued  tliat,  since  government  is  the  largest  net  debtor  in  the 
system,  it  would  be  the  prime  winner  when  inflation  accelerates.  On  a 
net  basis,  individuals  tend  to  be  creditors,  even  taking  into  account 
their  mortgage  debt;  consequently,  individuals  are  the  principal  losers 
fron  inflation.  When  the  inflation  rate  is  constant,  regardless  of  the 
level,  and  if  ncminal  yields  have  fully  adjusted  to  the  prevailing  rate 
of  inflation,  then  neither  creditors  nor  debtors  will  lose  or  gain  from 
that  prevailing  rate  of  inflation.  (9)  The  interest  payments  and  the 
interest  returns  will  reflect  fully  the  depreciation  of  capital,  and 
thus  will  adjust  so  as  to  ensure  that  creditors  do  not  experience  capi- 
tal depreciation  and  debtors  do  not  gain  from  the  depreciation. 

Clearly  tlien,  the  debtor-creditor  argument  on  who  gains  and  who 
loses  fron  inflation  holds  cnly  during  periods  v^^en  inflation  is  either 
accelerating  or  decelerating  or  during  periods  in  which  the  changes  in 
inflation  rates  are  either  unexpected  or  unanticipated. 

In  reality,  the  extent  of  the  gains  and  losses  to  various  groups 
and  among  incaiie  classes  is  hard  to  measure,  particularly  when  nominal 
returns  adjust  quickly  to  inflation  changes.  In  the  government  case, 
inflation  affects  tlieir  debt  repayments,  and  additional  revenues  would 
have  to  be  raised  in  order  to  pay  the  higher  borrowing  costs  v^en  infla- 
tion accelerates.  Business  tends  to  be  a  net  debtor  en  average  -  thus, 
higher  borrowing  costs  may  ultimately  translate  into  higher  producer 
prices  for  goods  and  services. 

Indeed,  it  is  usually  thought  that  in  an  accelerating  inflation 
environment,  v^en  the  inflation  is  largely  unexpected,  producer  prices 
respond  earlier  to  the  new  inflation  reality  than  labour  costs.  This 
was  particularly  the  case  when  negotiated  labour  contracts  did  not 
include  escalation  clauses,  and  were  set  on  a  two-to-three  year  basis. 
Once  again,  it  is  difficult  to  draw  a  definitive  conclusion  in  terms  of 
the  winner-loser  effect  simply  based  on  the  fact  that  business  tends  to 
be  on  average  a  net  debtor,  because  of  the  lead-lag  relationships  in  the 
response  to  inflation. 


75 


Despite  the  conceptual  problems  involved  in  such  evaluations,  sev- 
eral studies  have  grappled  with  the  issue.  Citing  just  two  of  them,  the 
general  impression  is  that  individuals  at  the  upper  end  of  the  income 
spectrum,  and  business,  generally  appear  to  lose  from  higher  rates  of 
inflation.  Minarik,  in  a  study  based  on  the  U.S.  1973  to  1975  experi- 
ence, published  by  the  Brookings  Bulletin,  concluded  that,  "inflation 
reduces  most  (of)  the  real  income  of  the  rich;  for  the  bulk  of  the  popu- 
lation, the  effects  of  inflation  are  modest."  (Page  10) 

Ironically,  that  conclusion  depends  upon  an  expanded  concept  of 
family  income.  In  terms  of  a  standard  concept  of  income,  Minarik  pointed 
out  that  in  response  to  higher  rates  of  inflation,  the  rich  did  become 
somewhat  richer  and  the  poor  somewhat  poorer.  "At  low  income  levels, 
real  income  is  reduced  by  slightly  less  than  half  of  1  per  cent,  mostly 
because  some  transfer  payments  lag  behind  prices.  At  the  middle  income 
levels,  inflation  has  very  little  effect  since  most  income  here  is  in 
the  form  of  wages  and  salaries,  and  home  owners  benefit  from  contrac- 
tually fixed  mortgage  payments.  At  the  upper  income  levels,  however, 
income  flows  are  swelled  by  the  rapid  rise  of  interest  rates,  so  these 
households  appear  to  benefit  from  inflation  by  about  half  of  1  per 
cent."  (Page  8) 

But,  in  terms  of  a  more  comprehensive  measure  of  income,  which  cov- 
ers standard  current  cash  income  of  the  household  as  well  as  other 
items,  such  as  income  in  kind,  balance  sheet  changes  resulting  from  de- 
preciation of  the  cash  value  of  bonds,  the  lagging  of  corporate  retained 
earnings  and  the  appreciation  in  home  values  and  taxes,  Minarik  dis- 
covered rather  substantial  real  income  losses  from  a  higher  rate  of 
inflation  for  those  families  with  income  in  excess  of  $25,000. 

Minarik  also  verified  the  common  belief  that  the  elderly  in  the 
United  States  are  losers  when  the  inflation  rate  increases.  "At  low  and 
middle  income  levels  the  elderly  are  more  adversely  affected  by  infla- 
tion because  their  income  is  largely  from  property.  At  higher  levels 
most  income  is  from  property,  regardless  of  age,  so  the  elderly  fare 
little  differently  than  others."  (Page  9)  Hence,  the  wealthy  and  the 
aged  appear  to  be  the  principal  losers  during  a  period  of  accelerating 
rates  of  inflation. 

Jenkins,  in  a  study  on  the  social  rate  of  return  in  Canada  empiri- 
cally examined  the  effects  of  inflation  and  taxes  on  business  and  gov- 
ernment. He  discovered  that  in  Canada,  higher  rates  of  inflation  tend 
to  have  a  depressing  effect  both  on  the  social  rate  of  return  and  on 
private  rates  of  return  to  business  -  and  that  higher  inflation  tends  to 
benefit  government. 

Prior  to  the  introduction  of  indexation  of  personal  income  taxes, 
individuals  also  lost  out  to  government  through  higher  rates  of  infla- 
tion; at  present,  the  full  extent  of  the  inflation-induced  losses  to 
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individuals  is  minimized  in  Canada  by  the  indexation  of  personal  income 
tax  exemptions. (10) 

But,  to  the  degree  that  indexation  has  forced  the  federal  govern- 
ment to  incur  higher  deficits,  it  might  follow  tliat  tiie  personal  income 
tax  rate  could  actually  be  higher  than  it  otherwise  would  have  been  to 
finance  the  higher  deficits.  Alternatively,  the  high  deficits  could 
result  in  a  reduced  level  of  government  spending.  These  various  other 
implications  for  government  finance  tend  to  cloud  the  interpretation  of 
the  income  distribution  effects  stemming  from  the  higher  rates  of  infla- 
tion and  tlie  indexing  of  personal  taxes. 

Returning  to  the  hxisiness  sector,  in  an  accelerating  inflationary 
environment,  many  coipanies  experience  paper  profits  stemming  from  the 
higher  value  of  their  inventories.  In  turn,  they  pay  taxes  on  these 
paper  profits.  In  addition,  the  inability  to  depreciate  their  capital 
investments  at  the  replacement  values  results  in  higher  tax  liabilities 
for  ocxTpanies  and  hence,  reduced  after- tax  cash  flows.  Thus,  according 
to  Jenkins,  business  loses  and  government  gains  when  inflation  acceler- 
ates. But,  in  terms  of  the  income  distribution  effects  on  individuals, 
once  again  it  is  difficult  to  assess  the  effects,  since  one  cannot 
easily  disaggregate  the  real  losses  to  business  into  their  constituent 
elements  -  higher  prices,  Icwer  dividends  to  shareholders,  and  reduced 
wage  gains  to  workers. 

In  conclusion,  then,  the  United  States  studies  imply  that  high  in- 
come and  elderly  individuals  are  the  principal  losers  fron  higher  rates 
of  inflation.  Jenkins  stresses  that  government  gains  and  business  loses 
as  a  result  of  inflation  in  Canada.  The  elderly  in  Canada  whose  sole 
source  of  income  is  CftS  and  CIS  frcan  the  federal  government,  and  perhaps 
income  supplements  fran  the  provincial  governments,  are  protected  from 
higher  rates  of  inflation,  since  these  benefits  are  fully  indexed,  al- 
beit with  a  time  lag.  Those  \*io  will  be  adversely  affected  are  the  in- 
dividuals v^o  receive  some  incaiie  fron  employer-sponsored  pension  plans 
that  are  not  fully  indexed  for  inflation  and  individuals  receiving  re- 
turn to  capital  vrtiere  the  noninal  returns  fall  significantly  behind  the 
rate  of  inflation. 

e)  Accelerating  Inflation  Rates,  Unfunded  Liabilities,  and  Experience 
Deficiencies 

As  we  pointed  out  in  the  introduction  to  this  study,  accelerating 
rates  of  inflation  during  the  early  and  mid-1970s  have  caused  serious 
problems  for  many  private  pension  funds.  The  higher  rates  of  inflation, 
and  the  conmensurately  higher  rates  of  increases  in  wages  and  salaries, 
have  increased  the  future  liabilities  for  many  of  these  pension  plans. 
At  the  same  time,  the  inability  of  nominal  returns  to  keep  abreast  of 
high  rates  of  inflation  has  limited  the  ability  of  many  funds  to  earn  a 
real  rate  of  return  adequate  to  cover  the  future  liabilities.  In  turn, 
the  value  of  old  outstanding  bonds  declined  during  this  period  as  well. 
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Hence,  many  funds  found  themselves  with  rather  substantial  unfunded 
liabilities  and  large  experience  deficiencies. 

The  Financial  Executives  Institute  of  Canada  surveyed  approximately 
one-third  of  the  pension  funds  covered  by  Statistics  Canada.  The  FEI 
study  was  based  on  198  responding  corporations  with  a  total  net  capital 
employed  of  $66.5  billion  in  the  latest  fiscal  year.  An  important  con- 
clusion of  the  study  was  the  following: 

"Approximately  70  per  cent  of  the  respondents  had  plans  in  a  defi- 
cit position.  The  rate  of  change  in  the  dollar  magnitude  of  un- 
funded past  service  liabilities  and  experience  deficiencies  con- 
tinues to  grow  at  an  alarming  pace.  Unfunded  liabilities  and  ex- 
perience deficiencies  were  5.7  per  cent  of  net  capital  employed  at 
latest  fiscal  year  ends.  Wage  and  salary  escalation  in  excess  of 
actuarial  assumptions,  followed  by  performance  of  capital  markets 
and  early  retirement  experience  were  held  to  be  the  significant 
factors  leading  to  deficit  positions." 

Nevertheless,  their  conclusion  may  be  overstated  in  the  sense  that 
the  scientific  value  of  the  survey  is  somewhat  limited  when  it  refers  to 
experience  deficiencies  or  unfunded  liabilties.  In  part,  the  validity 
of  the  survey  is  questionable  because  of  the  no  response  aspect  to  these 
questions.  Thus  according  to  the  FEI  figures,  25.5  per  cent  of  the  plans 
reported  that  they  had  unfunded  liabilities;  most  of  the  others  didn't 
answer  the  question. 

This  survey  of  pension  fund  performance  merits  discussion  in  that 
it  illustrates  to  some  extent  the  impact  of  rising  inflation  on  private 
pension  plans.  As  of  March  1976,  there  were  181  firms  covered  in  the 
survey,  ranging  in  size  from  very  small  firms  (under  $25  million  in  net 
capital  errployed)  to  very  large  firms  (over  $1  billion  in  net  capital 
employed).  In  the  latest  fiscal  year,  only  a  few  employers  (2.8  per 
cent)  had  the  market  value  of  their  pension  funds  valued  between  40  to 
50  per  cent  of  net  capital.  Most  employers  (85  per  cent)  valued  their 
plans  at  below  30  per  cent  of  their  net  capital  employed. 

As  Yves  Guerard  notes  in  a  speech  entitled,  "Pension  Funds  and 
Their  Impact  on  the  Direction  of  the  Econony": 

"The  FEI  Survey  covering  approximately  one-third  of  the  pension 
plans  showed  that  70  per  cent  had  a  deficit;  the  deficits  amounted 
to  25  per  cent  of  the  assets.  Using  that  percentage  means  that  if 
the  existing  funded  plans  had  fully  amortized  their  deficits,  ag- 
gregate assets  would  be  $50  billion  instead  of  $40  billion." 
(Page  15) 

Returning  to  some  of  the  specifics  of  that  survey,  the  statistics 
in  Table  12  relate  the  book  value  of  pension  funds  to  the  market  value 
of  the  funds.  Note  that  the  book  value  exceeded  the  market  value  in 
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1976  in  42.2  per  C3ent  of  the  cases,  whereas  in  1970,  the  book  value  ex- 
ceeded tlie  market  value  in  62.3  per  cent  of  the  cases.  In  other  words, 
for  a  large  number  of  the  plans,  in  1976  the  book  valuation  of  funds' 
portfolios  was  above  the  actual  maricet  value  of  the  portfolios.  This, 
of  course,  is  consistent  with  the  accelerated  inflationary  environment 
which  existed  between  1970  and  1976. 

In  Table  13  we  set  out  the  survey's  estimates  of  unfunded  past 
service  liabilities  as  a  percentage  of  pension  fund  assets  at  market 
value.  It  should  be  noted  tliat  unfunded  liabilities  for  service  costs 
must  be  funded  over  periods,  not  on  a  yearly  basis.  (11)  In  1970,  74.5 
per  cent  of  the  plans  in  existence  either  had  no  unfunded  liability,  or 
there  was  no  response  to  the  survey  question.  In  1976,  the  latest  fis- 
cal year  for  which  data  are  available,  only  40.3  per  cent  of  the  plans 
were  in  the  same  situation.  Thus,  it  is  not  surprising  that  unfunded 
liabilities  as  a  percentage  of  pension  fund  assets  have  increased  dra- 
matically and,  indeed,  Table  13  supports  this  view.  For  example,  the 
number  and  percentage  of  firms  with  a  ratio  of  unfunded  liabilities  to 
the  market  value  of  the  fund  in  excess  of  50  per  cent,  has  risen  from 
4.1  per  cent  in  1970  to  7.5  per  cent  in  1976. 

The  figures  in  Table  14  illustrate  a  distinction  between  experience 
deficiencies  and  unfunded  liabilities.  Pesando  and  Rea  note  in  their 
book, 

"Experience  deficiencies  arise,  in  effect,  when  the  actuarial  valu- 
ation of  a  pension  plan  indicates  that  the  assumptions  on  v^ich  the 
eirployer's  contributions  were  based  were  not  borne  out... During  the 
recent  period  of  accelerating  inflation  in  Canada,  bond  prices  have 
declined  and  the  stock  market  has  generally  perforroed  poorly.  Ihus, 
one  would  predict  that  all  trusteed  pension  plans  are  likely  to  be 
characterized  by  experience  deficiencies  vi^ich  reflect,  in  essence, 
the  poor  performance  of  their  investment  portfolios."  (Page  34) 

According  to  the  FEI  survey,  in  the  latest  fiscal  year,  120  out  of 
the  198  surveyed  firms  either  cited  no  experience  deficiencies  or  did 
not  answer  the  question.  Also  75  out  of  the  198  firms  either  cited  no 
unfunded  liabilities  or  did  not  answer  the  question. 

In  summary,  in  view  of  the  many  empirical  studies  which  suggest 
that  inflation  tends  to  depress  the  real  rates  of  return  to  equities, 
and  which  indicate  as  well  that  inflationary  expectations  are  imputed  in 
proportion  to  the  nominal  yields  en  fixed  inccsne  securities,  it  is  not 
surprising  that  private  pension  fund  portfolios  v^ich  are  composed  pri- 
marily of  these  types  of  instruments  should  see  their  experience  defi- 
ciencies rise. 

Existence  of  unfunded  liabilities,  however,  need  not  necessarily  be 
considered  a  bad  thing.  Indeed,  it  might  be  rather  fortuitous  for  a 
conpany  to  have  unfunded  liabilities.  The  Pension  Benefits  Act  provided 
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rather  strict  rules  for  cxDmpanies  to  cover  their  unfunded  liabilities 
within  a  given  period  of  time.  If  companies  having  unfunded  liabilities 
are  able  to  earn  a  higher  rate  of  return  on  the  funds  that  they  in  ef- 
fect are  borrowing  frcan  the  pension  funds  by  investing  them  in  physical 
assets  to  be  used  by  the  company,  then  the  company,  and  likely  the  em- 
ployees, will  be  better  off  in  the  long  term.  Ctoviously,  if  funds  used 
by  the  firm  that  vrould  have  otherwise  been  put  into  the  pension  fund 
earn  a  lower  rate  of  return,  then  the  company  and,  most  likely  the  em- 
ployees, will  be  worse  off  over  time. 

Table  8 

Distribution  of  Financial  Acquisitions  of  Individuals  and  Unincorporated 

Businesses,  1975-1977 


1975 


1976 


1977 


Ratio  to  gross  savings 

Currency  and  bank  deposits 
Deposits  in  other  institutions 
Canada  savings  bonds 
Life  insurance  and  pensions 
Trusteed  pension  plans 

Ratio  to  net  lending 

Currency  and  bank  deposits 
Deposits  in  other  institutions 
Canada  savings  bonds 
Life  insurance  and  pensions 
Trusteed  pension  plans 


(Per  cent) 

43.4 

44.2 

36.4 

29.7 

32.0 

37.8 

14.8 

3.7 

7.8 

29.2 

31.2 

32.6 

16.5 

19.5 

20.1 

35.1 

33.4 

25.3 

24.0 

24.1 

26.3 

12.0 

2.8 

5.5 

23.6 

23.5 

22.7 

13.3 

14.7 

14.0 

Source  Statistics  Canada,  Financial  Flow  Accounts,  Second  Quarter  1978, 
Cat.  13-002. 

Table  9 

Simple  Correlation  Coefficients  Between  Average  Rate  of  Inflation  and 

Variability  in  Rate  of  Inflation,  23  Advanced  Economies 


1954-1975 


1961-1975 


23  countries 

22  countries  (excluding  Iceland) 

17  countries 

12  countries 


(Per  cent) 

.93 

.93 

.87 

.82 

.86 

.79 

.86 

.76 

Note  Computed  from  consumer  price  index  recorded  in  International 
Financial  Statistics,  various  years. 

Source  Edward  Foster,  "The  Variability  of  Inflation,"  Review  of  Econom- 
ics and  Statistics,  Vol.  LX,  No.  3,  August,  1978,  p.  349. 
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Table  10 

Canadian  Inflation  Trends,  1971-1977  -  Annual  Percentage  Rates  of  Change 


GNE  ex. 

Domestic 

CPI 

GNE 

exports 

demand 

(Per  oent) 

1971 

2.9 

3.2 

4.1 

3.5 

1972 

4.8 

5.0 

5.3 

4.8 

1973 

7.6 

9.1 

6.7 

7.2 

1974 

10.8 

14.9 

8.7 

11.9 

1975 

10.8 

11.2 

10.0 

10.9 

1976 

7.5 

9.5 

11.4 

8.8 

1977 

8.0 

6.5 

6.1 

7.6 

1971- 

•1977 

7.0 

8.0 

7.5 

7.7 

Cumulative  1971- 

-1977 

60.8 

70.9 

66.0 

68.2 

Note  CPI  -  Consumer  Price  Index 

GNE  -  Gross  rational  Expenditure  deflator. 

Source  Department  of  Finance,  Economic  Review,  April  1978. 
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Table  11 

Selected  Price  Index  Changes  in  Canada,  1961-1977 


1961-1971 

1971-1977 

Average 

Average 

Total 

annual 

Total 

annual 

(Per  cent 

change ) 

CPI 

Food 

33.5 

(2.9) 

60.8 

(7.0) 

Housing 

31.3 

(2.8) 

80.1 

(8.8) 

Clothing 

28.7 

(2.6) 

41.0 

(5.0) 

Transportation 

29.9 

(2.6) 

53.3 

(6.3) 

Health  and  personal  care 

42.4 

(3.6) 

55.0 

(6.5) 

Recreation  and  reading 

35.7 

(3.1) 

42.7 

(5.2) 

Tobacco  and  alcohol 

28.5 

(2.5) 

43.8 

(5.3) 

GNE 

Consumer  spending 

38.1 

(3.3) 

70.9 

(8.0) 

Government  spending 

69.2 

(5.4) 

91.3 

(9.7) 

Business 

37.6 

(3.2) 

67.2 

(7.6) 

Residential  construction 

45.4 

(3.8) 

105.3 

(10.8) 

GNE  -  exports 

41.6 

(3.5) 

66.0 

(7.5) 

Dcmestic  demand 

38.1 

(3.3) 

68.2 

(7.7) 

ISPI 

Food  and  beverages 

22.0 

(2.0) 

73.9 

(8.2) 

Leather 

30.3 

(2.7) 

73.2 

(8.2) 

Textiles 

3.5 

(.3) 

50.4 

(6.0) 

Rubber  and  plastic 

8.4 

(.8) 

48.1 

(5.8) 

Clothing 

32.2 

(2.8) 

67.3 

(7.6) 

Wood 

45.3 

(3.8) 

88.5 

(9.5) 

Paper 

18.3 

(1.7) 

93.5 

(9.9) 

Metal  fabrication 

24.7 

(2.2) 

72.0 

(8.1) 

Machinery 

n/a 

n/a 

58.7 

(6.8) 

Transportation  equiprtent 

7.0 

(.7) 

22.5 

(2.9) 

Primary  metals 

32.3 

(2.8) 

90.5 

(9.6) 

Electrical  products 

12.0 

(1.1) 

47.2 

(5.7) 

Petroleum  and  coal 

13.9 

(1.3) 

135.3 

(13.0) 

Chemical 

2.6 

(.3) 

75.9 

(8.4) 

^k^te  CPI  -  Consumer  Price  Index 

GNE  -  Gross  National  Expenditure  deflator 
ISPI  -  Industrial  Selling  Price  Index 

Sources  CPI,  GNE  -  Department  of  Finance,  Economic  Review,  April  1978. 
ISPI  -  Statistics  Canada,  Canadian  Statistical  Review,  Cat. 
11-003,  April  1973,  April  1978. 
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Table  12 

Book  Value  of  Pension  Fund  as  Percentage  of  Market  Value 


Range  of  book  as 
percentage  of  market 


1976 
Fiscal  year 


1970 
Fiscal  year 


(Number) 

(Per  cent) 

(Number) 

(Per  cent 

75  and  under 

2 

1.2 

- 

- 

75.1  to  90 

11 

6.6 

7 

6.1 

90.1  to  100 

83 

50.0 

36 

31.6 

100.1  to  110 

68 

41.0 

53 

46.5 

over  110 

2 

1.2 

18 

15.8 

Itotal 


166 


100.0 


114 


100.0 


Not  given 


32 


84 


Source  Financial  Executives  Institute  of  Canada,  Report  on  Survey  of 
Pension  Plans  in  Canada,  March  1978,  p.  60. 

Table  13 

Unfunded  Past  Service  Liabilities  as  Percentage  of  Pension  Fund  Assets 

at  Market  Value 


Range  of  unfunded 

liabilities 

as  percentage  of  i 

tension 

fund 

Fiscal 

years 

assets 

Latest 

1970 

(Number) 

(Per  cent) 

(Numbei 

r)  (Per  cent) 

0  and  not  given 

75 

40.3 

143 

74.5 

1  to  9.9 

35 

18.8 

17 

8.9 

10  to  19.9 

21 

11.3 

8 

4.2 

20  to  29.9 

17 

9.1 

5 

2.6 

30  to  39.9 

12 

6.5 

7 

3.6 

40  to  49.9 

12 

6.5 

4 

2.1 

Over  50 

14 

7.5 

8 

4.1 

Total 


186 


100.0 


192 


100.0 


Source  Financial  Executives  Institute  of  Canada,  Report  on  Survey  of 
Pension  Plans  in  Canada,  March  1978,  p.  63. 
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Table  14 

1t)tal  Experience  Deficiency  and  Total  Unfunded  Liability  as  Percentage 

of  Ibtal  Value  of  Pension  FXinds  at  Latest  Actuarial  Valuation  Date 


Range  of  percentage 

Respondents 

indicating 

to  pension  fund 

Experience 

deficiency 

Unfunded 

liability 

(Number) 

(Per  cent) 

(Nuitiber) 

(Per  cent) 

0  and  not  given 

120 

60.6 

75 

37.9 

.1  to  4.9 

27 

13.6 

19 

9.6 

5.0  to  9.9 

17 

8.6 

16 

8.1 

10.0  to  19.9 

21 

10.6 

26 

13.1 

20.0  to  29.9 

10 

5.1 

19 

9.6 

30.0  to  39.9 

1 

.5 

16 

8.1 

Over  40 

2 

1.0 

27 

13.6 

Total 


198 


100.0 


198 


100.0 


Source  Financial  Executives  Institute  of  Canada,  Report  on  Survey  of 
Pension  Plans  in  Canada,  March  1978,  p.  65. 


4.   INDEXING  AND  GOVERNMENT  SPENDING 

a)  Is  Indexing  Per  Se  Inflationary? 

Indexing  is  a  nechanism  to  alter  autcmatically  contractual  arrange- 
ments so  that  they  can  reflect  price  changes.  Economists  and  practi- 
tioners are  divided  over  the  general  impact  of  indexing  on  the  govern- 
ment target  for  a  socially  accepted  inflation  rate.  Milton  Friedman, 
widely  recognized  as  a  "hawk"  on  inflation,  has  been  quite  vocal  in 
favour  of  expanding  tlie  use  of  indexing  in  the  United  States. 

In  a  debate  published  by  the  American  Enterprise  Institute,  Fried- 
man notes: 

"Indexing  per  se  will  not,  in  my  opinion,  do  anything  to  reduce 
inflation.  But  v^at  it  will  do  will  be  to  irake  it  easier  to  termi- 
nate our  inflation.  It  will  make  it  easier  by  reducing  the  incen- 
tive for  governments  to  inflate  and  by  making  v/ithdrawal  pains  fran 
inflation  less  severe."  (Page  2) 

Robert  Macintosh,  executive  vice-president  of  the  Bank  of  Nova 
Scotia,  argues  that  tlie  degree  to  \4iich  the  federal  public  service  pen- 
sion plans  are  indexed  in  themselves  removes  some  of  the  will  to  fight 
inflation.  In  his  article  entitled  "The  Great  Pension  Fund  Robbery," 
Macintosh  notes: 

"The  growing  inequity  of  the  arrangements  which  now  exist  as  be- 
tween the  public  and  private  sectors  of  the  economy  is,  however, 
only  part  of  the  story.  What  is  really  disturbing  is  to  assess  the 
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iinpact  of  public  policy  v*ien  the  federal  civil  service  has  managed 
to  insulate  itself  from  inflation.  Can  it  truly  be  said  that  the 
thinking  of  politicians  of  tJie  civil  service  is  wholly  unaffected 
by  the  fact  that  their  own  personal  involvement  with  inflation  is 
less  than  that  of  tlie  general  public?"  (Page  258) 

To  tlie  degree  tliat  indexing  insulates  the  various  participants  fran 
the  worst  features  of  inflation,  it  may  be  true  that  indexing  represents 
a  "giving  in"  to  the  inflation  tide.  Nevertheless,  it  is  our  opinion 
that  indexing  itself  should  be  neutral  for  inflation  and  tliat  the  battle 
over  tlie  inflation  issue  is  best  considered  fraa  anotlier  viewpoint. 

By  and  large  the  proponents  who  are  in  favour  of  indexing  argue  tlie 
merits  of  the  case  on  equity  grounds.  As  we  note  in  this  report,  infla- 
tion has  been  rather  non-neutral  on  private  pension  benefits  since  1970. 
And  if  the  value  or  political  judgment  is  made  that  the  real  incomes  of 
pensioners  are  too  high,  then  the  inflation  process  surely  cannot  be 
described  as  the  best  nechanism  for  reducing  tlieir  real  incomes. 

Albert  Fishlow,  in  an  article  surveying  inflation  in  Brazil,  noted 
that  widespread  indexation  becomes  a  necessity  in  a  period  of  hyper- 
inflation in  order  to  restore  the  allocative  mechanism  to  the  market 
system.  But  he  notes  as  well  that  "indexing  is  not  a  neutral  and  me- 
chanical instrument.  Even  if  it  were  not  manipulated  directly,  as  it 
was  in  Brazil,  widespread  monetary  correction  by  its  very  character  is 
not  a  substitute  for  government  intervention,  but  a  means  of  it."  (Page 
279) 

He  argues  tliat  at  a  very  low  rate  of  inflation  it  is  better  not  to 
go  the  indexing  route,  since  it  reduces  the  effectiveness  of  automatic 
stabilizers  that  are  built  into  fiscal  systems.  In  sharp  contrast  to 
statements  attributed  to  Milton  Friedman  on  the  Brazilian  experience, 
Fishlow  argued  that  "the  reduction  of  inflation  in  Brazil  owes  little  to 
indexing,  but  a  great  deal  both  to  direct  governmental  intervention  and 
to  successful  monetary  and  fiscal  policy."  (Page  262)  In  essence,  Fish- 
low found  little  in  the  Brazilian  experience  of  widespread  indexation  of 
taxes,  financial  instruments,  exchange  rates,  and  wages  to  recoinmend  to 
the  United  States.  In  his  view  inflation  was  not  sufficiently  steep  to 
break  down  the  allocative  mechanism  within  U.S.  markets. 

In  a  world  of  relatively  mild  inflation,  James  Tbbin  appears  to  fa- 
vour the  indexing  solution  and  to  support  the  concept  of  the  U.S.  gov- 
ernment offering  purchasing  power  bonds  to  pension  funds. 

"I  have  long  contended  that  the  government  should  make  low  interest 
bonds  of  guaranteed  purchasing  power  available  for  savers  and  pen- 
sion funds  who  wish  to  avoid  the  risks  of  unforeseen  inflation. 
The  common  objection  to  escalated  bonds  is  that  they  would  diminish 
the  built-in  stability  of  the  system.  The  stability  in  question 
refers  to  the  effects  of  aggregate  real  demand,  ceteris  paribus  on 
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a  change  in  the  price  level.... In  t±ie  1970s  we  know  that  the  gov- 
ernment can,  if  it  wishes,  control  aggregate  demand  -  at  any  rate, 
its  ability  to  do  so  was  only  trivially  affected  by  the  presence  or 
absence  of  the  Pigou  effects  on  part  of  the  government  debt. "(Pages 
16  and  17) 

Thus,  as  is  often  the  case,  econanists  appear  divided  on  the  issue 
of  inflation  indexing  and  the  attitudes  towards  the  anti-inflation  ob- 
jectives. We  tend  to  favour  the  view  that  indexing  per  se  is  likely 
neutral  in  terms  of  the  battle  against  inflation,  but  that  pension  fund 
indexing  is  necessary  because  of  equity  principles.  We  will  expand  on 
this  latter  point  in  the  following  sections. 

b)  Indexing  Pension  Benefits:   An  Example  of  Inflation  Indexing  and 
Productivity  Indexing 

Can  the  Canadian  econoi^  afford  private  pension  fund  indexing?  This 
question  has  been  raised  recently  by  several  prominent  people.  Clearly 
the  issue  boils  down  to  who  or  v^at  institution  is  to  pay  for  indexing 
and  v^*lo  or  \4iat  institution  will  accept  the  fiscal  responsibility.  The 
Barnes  (and  Crozier)  argument  is  that  the  econoi^  can  afford  to  pay  for 
indexing,  since  real  economic  growth  generates  a  rise  in  per  capita  in- 
comes or  a  growth  dividend.  That  is,  the  growth  of  the  economy  per  se 
would  create  the  resources.  Dr.  James  E.  Pesando,  v^o  also  argues  that 
the  econcsny  can  afford  to  index  private  pensions,  argues  that  the  real 
question  relates  to  the  distributive  effect. (12) 

This  section  of  the  report,  v^iich  considers  the  links  between  pen- 
sion benefits  and  productivity  growth,  was  stimulated  by  the  Barnes  (and 
Crozier)  argument  -  though  tlie  point  of  departure  is  much  different. 

The  segment  of  Canada's  population  v^ich  is  retired  and  receiving  a 
fixed  annual  pension  during  a  period  of  zero  inflation  will  find  their 
standard  of  living  declining  relative  to  those  individuals  active  in  the 
labour  market.  In  an  expanding  econonomy,  the  rate  of  growth  of  produc- 
tion (or  output)  is  usually  in  excess  of  the  rate  of  growth  of  employ- 
ment. Historically,  the  difference  between  these  two  growth  rates  has 
averaged  between  2  and  3  per  cent  per  annum.  The  errpirical  reality  that, 
on  average,  real  output  gains  exceed  total  employment  gains  is  often 
described  as  the  economic  growth  dividend,  for  "normal"  economic  growth 
permits  the  standard  of  living  of  Canadians  to  increase. 

In  1966,  for  example,  real  labour  prcx3uctivity  (calculated  as  real 
GNP  per  employee  at  1971  prices)  was  $10,335.  That  is,  the  7.2  million 
enployed  workers  in  1966  produced  a  real  GNP  of  $74.8  billion.  By  1977 
real  GNP  had  climbed  to  $122.6  billion,  and  the  employed  work-force 
reached  9.8  million.  Thus,  average  real  labour  productivity  (in  1971 
prices)  was  $12,565  per  worker  in  1977,  21.5  per  cent  higher  than  the 
recorded  1966  productivity  figure. 
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stated  in  another  way,  real  GNP  per  aiployee  rose  1.8  per  cent  per 
annum  between  1966  and  1977.  Ihis  productivity  gain  permitted  "real"  per 
capita  income  to  rise  from  $3,769  in  1966  to  $5,687  in  1977,  and  also 
explained  the  steep  gain  in  real  labour  income  per  employee  over  the 
same  j^eriod.  Thus,  the  nearly  2  per  cent  rise  in  average  labour  produc- 
tivity allowed  a  3.1  per  cent  per  annum  rise  in  real  per  capita  income 
and  a  3.9  per  cent  rise  in  real  average  labour  income  per  employee. 

If  one  measures  the  standard  of  living  changes  by  per  capita  output 
movements,  then  the  improvement  in  the  standard  of  living  far  exceeded 
the  gain  in  productivity,  since  Canada's  population  rose  at  a  slower 
pace  than  employed  workers  between  1961  and  1977.  Thus  the  productivity 
dividend  permits  an  improvement  in  the  standard  of  living.  As  well,  the 
productivity  dividend  makes  it  easier  to  introduce  generous  social  wel- 
fare programs  since  the  dividend  in  theory  moderates  the  apparent  costs 
of  income  distribution  to  those  who  see  their  perceived  incomes  decline 
because  of  such  programs. 

Turning  to  Table  15,  we  note  that  a  pensioner  retiring  in  1966  with 
a  $2,500  per  year  "real"  pension  benefit  wDuld  have  witnessed  an  average 
real  decline  in  his  or  her  relative  position  by  1977  because  of  the  ina- 
bility to  share  in  the  productivity  dividend  which  the  econony  generated 
during  tlie  retirement  years.  That  is,  even  if  the  pension  benefit  were 
maintained  its  real  or  constant  purchasing  power  (see  column  5  of  Table 
15),  the  relative  purchasing  power  of  the  "real"  $2,500  would  have  de- 
clined quite  sharply  against  real  per  capita  income  or  real  labour  in- 
cone  per  employee.  In  1966  a  $2,500  annual  pension  represented  66  per 
cent  of  average  real  per  capita  income  and  53.3  per  cent  of  average  real 
labour  income  per  employee.  By  1977  the  real  benefit  payment  scaled 
against  per  capita  real  income  or  average  labour  income  per  worker  de- 
clined to  47  per  cent  and  35  per  cent  respectively.  Thus  a  constant 
real  cash  pension  benefit  is  consistent  with  the  retired  sector  of  our 
population  experiencing  a  decline  in  their  position  relative  to  other 
workers . 

If  the  $2,500  benefit  in  1966  was  set  in  nominal  or  money  terms, 
then  its  real  purchasing  power  would  have  declined  42  per  cent  by  1977 
(to  $1,458  in  constant  1971  prices),  and  the  pensioner's  relative  posi- 
tion would  have  slipped  even  further.  Indeed,  the  relative  slippage 
against  real  per  capita  income  is  frcm  a  66  per  cent  level  in  1966  to  a 
28  per  cent  level  by  1977  -  and  tliat  slippage  has  two  components  -  a  19 
per  cent  decline  due  to  lack  of  productivity  indexing,  a  29  per  cent  de- 
cline because  of  no  inflation  protection. 

Since  the  GNP  deflator  rose  207.6  per  cent  over  the  eleven  years 
1966  to  1977,  the  nominal  $2,500  pension  benefit  would  have  had  to  climb 
to  $5,190  by  1977.  The  pensioner  is,  of  course,  no  better  off  having 
the  $5,190  benefit  payment  in  1977  in  a  world  of  inflation  than  having 
$2,500  in  a  world  of  zero  inflation. 
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An  adjustment  to  the  pension  benefits  for  productivity  gains  which 
the  enployed  sector  of  the  population  achieved  would  have  escalated  the 
$2,500  real  figure  to  an  amount  between  $3,000  and  $3,800,  depending 
upon  vAiich  variable  was  used  for  the  productivity  escalation  factor  - 
direct  labour  productivity,  real  per  capita  income  growth,  or  real 
labour  income  gains.  In  order  for  the  pension  benefits  to  be  fully 
indexed  for  purchasing  power  losses  due  to  inflation  and  productivity 
gains,  the  nominal  benefit  by  1977  would  have  had  to  reach  a  level 
between  $5,729  and  $6,497. 

A  combined  productivity  indexing  scheme  and  inflation  indexing 
scheme  has  an  escalation  rate  equal  to  the  sum  of  the  rate  of  increase 
in  prices  and  productivity.  In  essence,  this  is  equivalent  to  linking 
pension  benefits  in  money  terms  to  increases  in  the  money  wage  level  - 
rather  than  to  price  increases  alone.  An  exan$)le  of  the  latter  empiri- 
cal fact  is  set  out  below. (13) 

Between  1966  and  1977,  one  observes  that  total  wages  per  worker 
(other  than  in  construction)  rose  at  an  annual  rate  of  9.9  per  cent, 
while  the  average  increases  in  the  GNP  deflator  and  the  consumer  price 
index  were  6.9  per  cent  and  6.1  per  cent  respectively.  Average  real 
wage  gains  rose  either  2.8  per  cent  per  annum  or  3.6  per  cent  per  annnum 
depending  upon  which  price  index  is  used.  It  is  clear  that  the  higher 
wage  gains  figure,  v^ich  is  after  all  the  average  escalation  rate  of 
worker  incomes,  would  insulate  the  pensioner  against  the  inflation 
losses  and  enable  the  pensioner  to  share  in  the  productivity  growth 
dividend. 

To  summarize  these  main  points: 

1.  In  retirement  years,  those  who  earn  a  fixed  nominal  pension  benefit 
face  two  forms  of  purchasing  power  erosion:  a  direct  loss  of  pur- 
chasing power  due  to  inflation  and  an  indirect  decline  in  their 
relative  share  of  total  output  or  income  because  they  are  not  re- 
warded for  productivity  iitprovements  which  occur  in  the  economy.  In 
pre-retirement  years,  money  wage  gains  generally  approximate  the 
sum  of  productivity  irrprovements  plus  inflation. 

2.  The  productivity  dividend  v^ich  society  earns  is  intricately  a  part 
of  the  economic  growth  process.  For  example,  the  Canadian  economy 
generated  between  1966  and  1977  a  real  GNP  per  employee  gain  of  1.8 
per  cent  per  annum,  a  real  per  capita  GNP  gain  of  3.1  per  cent  per 
annum,  and  a  real  labour  income  gain  of  3.9  per  cent  per  annum.  All 
of  these  measures  illustrate  how  improvements  in  the  real  standard 
of  living  and  economic  growth  are  part  and  parcel  of  the  same 
process . 

3.  If  one  assumes  that  a  constant  purchasing  power  pension  benefit  of 
$2,500  began  in  1966,  but  no  increment  in  the  benefit  was  provided 
for  productivity  gains   recorded   between   1966   and   1977,    then   the 
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effective  incxsme  claim  of  that  benefit  would  have  declined  relative 
to  the  real  income  claims  made  by  wage  earners.  That  is,  the  dis- 
tribution of  income  tilts  against  the  fixed  (real)  income  pensioner 
because  the  pension  payment  does  not  include  some  part  of  the  pro- 
ductivity dividend.  A  $2,500  real  benefit  in  1966,  which  was  valued 
at  66  per  cent  of  average  real  per  capita  income,  would  experience 
an  effective  decline  to  47  per  cent  of  average  real  per  capita 
income  by  1977.  A  similar  contraction  in  the  relative  income  posi- 
tion occurs  if  other  standards  are  used,  such  as  real  labour  incone 
per  worker. 

4.  If  pension  benefits  are  not  indexed  for  inflation,  then  the  rela- 
tive purchasing  power  erosion  of  the  nominal  dollar  benefit  is  even 
greater.  Between  1966  and  1977,  for  example,  the  GNP  deflator  (a 
broad  index  of  inflation)  more  than  doubled,  causing  the  purchasing 
power  of  $2,500  in  1966  to  decline  to  $1,458  by  1977  using  1971 
prices.  This  effect  reduces  the  relative  position  of  the  pension 
benefit  to  28  per  cent  of  average  real  per  capita  income  in  1977 
and  20  per  cent  of  average  real  labour  income  per  worker. 

5.  A  comprehensive  benefit  index  would  protect  the  pensioner  not  only 
against  inflation  losses  but  would  also  reward  the  pensioner  for 
the  productivity  dividend  v^ich  other  members  of  society  gain.  As 
noted  earlier,  the  proper  escalating  index  would  be  average  move- 
ments in  money  wages  rather  than  inflation.  On  average,  money  wages 
increase  at  about  two  percentage  points  faster  than  prices,  which 
provide  for  real  wage  gains  and  standard  of  living  improvements. 

We  chose  to  highlight  the  productivity  dividend  because  we  feel  it 
is  not  often  recognized  as  part  of  the  indexing  issue.  It  is  a  subject 
of  some  debate  v\^ether  a  retired  employee  who  earns  the  productivity 
dividend  during  working  years  should  have  access  to  that  dividend  upon 
retirement.  One  could  argue,  however,  that  this  issue  could  be  a 
subject  for  collective  bargaining  negotiations;  or  at  the  individual 
decision-making  tier,  could  be  adjusted  for  by  a  higher  savings  rate. 

One  writer,  Geoffrey  Calvert,  has  used  the  empirical  observations 
that  pensioners'  economic  needs  are  lower  to  argue  that  tlie  pensioners' 
benefits  should  not  be  fully  indexed.  The  assertion  concerning  indexing 
is  drawn  from  a  twisting  of  empirical  evidence,  which  moreover,  has 
little  bearing  on  the  indexing  issue.  Parenthetically,  even  if  Calvert 
were  right  that  pensioners  require  less  income  in  real  terms  because 
they  require  fewer  amenities  in  life,  it  should  have  no  relevance  to  the 
issue  why  a  wage-earner's  claims  against  society  should  take  precedence 
over  inflation  protection  compared  with  a  pensioner's  claim. (14) 

As  well,  Calvert  supports  his  argument  for  the  declining  real  ex- 
penditures (or  needs)  associated  with  age  on  their  spending  on  clothing, 
footwear,  insurance,  and  taxes.  But  as  Pesando  and  Rea  correctly  note: 
(15) 
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"The  apparent  decline  in  certain  consumption  expenditures  of  the 
aged  in  a  sample  simply  reflects,  in  all  probability,  the  decline 
in  the  incomes  of  the  aged.  Furtiier,  if  cxie  were  willing  to  accept 
the  argument  that  the  real  incomes  of  the  aged  should  be  allowed  to 
fall,  there  is  no  reason  to  let  the  decline  be  determined  arbitrar- 
ily by  the  rate  of  inflation."  (Page  5) 

Indeed  a  pensioner  v^o  is  fortunate  to  live  long  and  have  his  pension 
indexed  for  inflation,  will  find  that  "unnecessary  luxuries"  fall  beyond 
his  reach  because  he  is  not  indexed  for  productivity  gains. 

In  conclusion,  it  is  difficult  to  argue  against  the  view  that  the 
pension  income  should  be  protected  against  inflation,  especially  in  view 
of  the  relative  position  of  the  pensioner  in  Canada's  income  stream.  As 
we  noted  earlier,  a  fully  inflation-indexed  private  plan  does  nothing 
more  than  maintain  a  constant  "real  claim"  in  terms  of  goods  and  ser- 
vices consumption. 

c)  Existing  Income  Distribution  in  Canada 

The  inportance  of  indexing  of  pension  benefits  stands  out  even  more 
dramatically  v^en  cne  considers  the  relationship  between  the  incidence 
of  low  income  and  the  age  of  the  head  of  the  households,  or  of  unat- 
tached individuals.  According  to  Statistics  Canada  (Income  Distribu- 
tions by  Size  in  Canada,  1977,  Cat.  13-206),  Canadians  had  an  average 
family  incoirre  level  of  $19,530  in  1977,  vtiile  the  average  income  level 
of  unattached  individuals  was  $9,588.  Households  headed  by  individuals 
65  years  of  age  or  over,  however,  tended  to  have  incomes  well  below  the 
national  average  in  1977. 

Indeed,  in  1977,  elderly  families  headed  by  individuals  65  years  of 
age  or  over  received  52.4  per  cent  of  the  national  income  average,  v^ile 
the  ratio  for  similar  unattached  individuals  was  53.7  per  cent  of  the 
national  average.  In  1977,  the  average  annual  industrial  wage  was 
$12,500.  The  families  which  were  headed  by  males  65  and  over  received 
substantially  less  than  this  amount  in  1977.  Itius,  7.6  per  cent  of  such 
families  received  a  total  income  amounting  to  25  per  cent  or  less  of  the 
average  national  industrial  wage,  vtiile  37.1  per  cent  of  such  families 
recived  50  per  cent  or  less  of  the  average  national  industrial  wage. 
Among  those  families  headed  by  females  65  and  over,  the  corresponding 
percentages  were  27.1  and  72  per  cent  for  1977.  For  unattached  males  65 
and  over,  24.3  per  cent  of  these  individuals  received  an  income  equal  to 
25  per  cent  or  less  of  the  national  average  industrial  wage,  while  66.1 
per  cent  of  such  individuals  received  an  income  equal  to  50  per  cent  or 
less  of  the  national  average  industrial  wage.  Among  unattached  females 
65  years  of  age  or  more,  the  respective  proportions  were  50.6  and  87.2 
per  cent. 

The  figures  in  Table  17  highlight  the  Statistics  Canada  classifica- 
tion of  low  income  cut-off  levels  for  families  and  unattached  individ- 
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uals  in  1977.  These  figures  classify  a  low  incx^me  recipient  as  an  un- 
attached individual  earning  less  than  $4,446  and  living  in  an  urban  area 
with  a  population  of  one-half  million  or  nore.  Similarly,  a  two-person 
family  virtiich  received  less  than  $6,443  in  1977,  residing  in  a  large 
urban  area,  was  also  considered  to  fall  below  the  low  income  cut-off 
point.  The  low  income  level  cut-offs  increase  with  size  of  family  and 
the  size  of  urban  area,  reflecting  the  higher  cost  of  larger  families 
and  the  higher  cost  of  living  associated  with  larger  urban  centres. 

Using  these  low  income  cut-off  classifications,  as  well  as  data  on 
the  demographic  and  geographic  composition  of  families.  Statistics 
Canada  was  able  to  identify  the  1977  incidence  of  low  income  among  fam- 
ilies and  unattached  individuals  by  age  of  the  head.  Among  families, 
with  the  exception  of  those  headed  by  individuals  24  years  of  age  or 
less,  the  highest  incidence  of  low  income  (or  poverty)  was  in  families 
headed  by  someone  65  years  of  age  and  over.  Indeed,  in  1977,  22.3  per 
cent  of  families  headed  by  individuals  70  years  of  age  or  over  received 
incomes  below  the  low  income  cut-off  point. 

Between  1973  and  1977,  the  incidence  of  low  income  tended  to  de- 
cline for  all  demographic  groups,  except  tliose  headed  by  individuals  24 
years  of  age  and  less.  Among  individuals,  the  incidence  of  low  income 
was  highest  for  those  above  the  age  of  65,  with  over  63  per  cent  of  in- 
dividuals 70  years  of  age  or  more  identified  as  falling  below  the  low 
income  cut-off  point.  Individuals  also  have  witnessed  some  reduction  in 
the  general  incidence  of  low  incomes,  although  the  reduction  for  the 
aged  has  not  been  as  dramatic  for  individuals  as  it  has  been  for  fami- 
lies  in  Canada. 

Despite  some  recent  reduction  in  the  incidence  of  low  income  for 
the  aged,  they  still  tend  to  be  over-concentrated  at  the  bottom  end  of 
the  income  ladder.  Additionally,  the  incidence  of  low  income  is  still 
extremely  high.  Hence,  if  private  employment  pension  benefits  are  not 
indexed  for  inflation,  the  relative  position  of  the  aged  could  deterio- 
rate further.  It  is  recognized  that  continued  indexing  of  QAS,  CPP,  CIS 
might  prevent  over  time  a  further  erosion  in  the  relative  position  of 
many  of  the  aged. 

Many  pension  recipients  receive  a  significant  proportion  of  their 
retirement  income  from  Old  Age  Security  and  Guaranteed  Income  Supplement 
payments,  and  to  a  lesser  extent,  payments  from  the  Canada  or  Quebec 
Pension  Plans.  These  pension  benefits  are  indexed  to  inflation,  and 
thus  provide  sane  real  income  protection.  Perhaps  for  this  reason  the 
incidence  of  low  income  among  the  aged  has  declined  between  1973  and 
1977,   though  their  relative  income  position  has  deteriorated  since  1973. 

The  data  in  Table  19  indicate  tliat  the  average  income  of  families 
and  unattached  individuals  increased  most  slowly  for  those  families 
headed  by  an  individual  65  and  over,  and  for  individuals  65  years  of  age 
and  over.     For  such  male-head  families,  average  incomes  rose  by  48.8  per 
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cent,  just  slightly  ahead  of  the  42.7  per  cent  cumulative  increase  in 
consumer  prices.  For  males  65  and  over  who  were  not  part  of  a  family 
unit,  their  average  incomes  rose  in  line  with  the  increase  in  the  rate 
of  inflation,  while  individual  females  65  and  over  experienced  an 
increase  in  average  incomes  well  in  excess  of  the  average  rate  of 
inflation. 

Thus,  with  the  exception  of  families  headed  by  females  65  and  over, 
the  aged  were  able  to  at  least  keep  up  with  the  rate  of  inflation,  al- 
though they  were  not  able,  with  the  exception  of  single  females  65  and 
over,  to  keep  up  with  average  income  gains  of  other  groups,  nor  with  the 
increase  in  average  weekly  industrial  wages  and  salaries,  which  rose 
55.8  per  cent  between  1973  and  1977. 

These  data  focus  on  the  real  income  maintenance  role  played  by  the 
indexing  of  QAS,  GIS,  and  CPP  benefits.  The  data  also  demonstrate  how 
the  inability  of  the  retired  to  share  in  the  productivity  gains  does 
tend  to  result  over  time  in  a  relative  decline  of  the  income  position  of 
the  aged.  Both  of  these  facts  reinforce  the  argument  supporting  pension 
indexing  and,  as  well,  they  raise  the  question  of  allowing  some  produc- 
tivity indexation  as  well. 

d)  Government  Activity  and  Income  Distribution 

One  important  element  in  this  discussion  is  the  potential  impact  of 
these  indexing  schemes  on  the  federal  government  budget  since  many  of 
the  schemes  involve  federal  government  revenues  or  expenditures  in  a  di- 
rect way.  The  government  sector  interacts  with  the  economy  in  a  direct 
fashion  by  raising  revenues  and  spending  funds.  These  direct  effects 
set  up  an  indirect  chain  of  events  v^ich  points  to  the  ultimate  inci- 
dence of  government  activities. 

(i)  The  Direct  Effect  of  the  Federal  Government 

The  direct  impact  of  the  federal  government  en  private  activity  can 
be  traced  via  statistics  on  their  revenues  and  expenditures. 

The  data  presented  in  Table  20  illustrate  the  revenue  and  expend- 
iture patterns  in  1977.  These  national  accounts  data  on  the  federal 
government  revenues  and  expenditures  include  pensions  paid  to  government 
employees  and  social  security  receipts  and  payments.  Of  the  $35.9  bil- 
lion in  total  revenues  received  by  the  Government  of  Canada  in  the  last 
fiscal  year  (1977-1978),  personal  taxes  made  up  $17.2  billion,  corporate 
taxes  $5.3  billion,  indirect  taxes  $9.1  billion.  Ottawa  also  earned 
investment  income  on  assets  in  the  CMHC  (the  Central  Mortgage  and  Hous- 
ing Corporation),  the  Bank  of  Canada,  the  Farm  Credit  Corporation,  etc. 
Tax  revenues  accounted  for  about  89  per  cent  of  the  bulk  of  the  total 
revenues . 
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Federal  government  expenditures  totalled  $45.3  billion  in  the  1977- 
1978  fiscal  year.  Of  those  expenditures,  the  funds  spent  on  current 
goods  and  services  ($11.3  billion)  and  gross  capital  formation  ($1.2 
billion)  represented  real  acquisitions  on  the  economic  resource  base. 
All  of  the  otlier  federal  government  expenditures,  in  one  way  or  another, 
represented  direct  transfers  of  funds  ultimately  to  individuals.  For 
exajnple,  the  transfer  payments  to  persons  include  family  and  youth  al- 
lowances, veteran  pensions,  arployee  pensions,  unemployment  insurance 
benefits,   and  old  age  security  payments. 

Transfer  payments  to  other  governments  involve  such  programs  as 
medicare,  regional  economic  expansion,  post-secondary  education  grants, 
hospital  insurance  payments,  etc.  Interest  on  public  debt,  subsidies, 
and  capital  assistance  represent  transfer  payments  of  a  sort. 

Viewed  as  a  large  intermediary,  then,  the  nanner  in  vAiich  the  fed- 
eral government  raises  tax  and  non-tax  revenues,  and  the  areas  in  which 
these  funds  are  spent  directly  (that  is,  those  individuals  who  receive 
the  benefits  of  these  expenditures),  imply  that  there  is  an  incidence 
effect  of  the  existence  of  government  oi  private  incomes  available  for 
expenditure. 

It  is  wortlwhile  to  consider  what  economists  view  as  the  incidence 
of  the  government  sector  in  order  to  consider  later  on  who  potentially 
benefits  from  any  federal  subsidies  towards  indexation  of  private  pen- 
sion benefits.  Unfortunately,  there  is  no  clear-cut  answer  to  the  ques- 
tion of  vA\o  benefits  and  gains  from  the  public  sector,  especially  when 
the  question  is  framed  in  the  context  of  the  pensioner,  the  worker,  the 
eirployee,  or  the  firm.  On  the  revenue  side  there  is  a  problem  since 
there  is  a  difference  between  the  original  base  at  which  the  tax  is 
levied,  and  those  v^o  ultimately  bear  the  tax.  That  is,  there  is  some 
shifting  of  the  burden  of  taxation  among  the  various  participants  in  the 
economy  vAien  taxes  are  levied.  Thus,  it  is  the  final  resting  place  or 
incidence  of  the  tax  v^ich  is  of  importance.  A  similar  observation  can 
be  made  vis-a-vis  the  expenditure  side. 

We  are  really  interested  in  identifying  those  individuals  who  di- 
rectly gain  because  of  government  purchases  of  goods  and  services,  or 
because  of  the  transfer  payments  v*iich  are  made.  Obviously,  identifying 
the  direct  beneficiaries  of  federal  spending  is  also  a  difficult  task. 

Table  21,  taken  from  a  book  by  Pope  and  McConnell,  indicates  the 
fact  that  there  is  no  unanimity  among  economists  in  identifying  theore- 
tically the  final  resting  places  of  major  taxes.  Ihe  greatest  disagree- 
ment ooncems  the  corporation  income  tax,  since  under  the  assumption  of 
perfect  competition  and  profit  maximization,  a  firm  wauld  have  no  reason 
to  change  its  price  or  production  behaviour  because  of  the  existence  of 
the  corporation  income  tax.  In  this  scenario,  the  corporation  income 
tax  would  be  borne  completely  by  the  firm's  stockliolders . 


93 


Another  point  of  view  is  that  the  tax  is  borne  completely,  or  in 
part,  by  the  consumer  -  as  firms  may  possess  some  market  power  which 
permits  a  shifting  of  the  tax.  Sales  or  excise  taxes  are  assumed  to 
fall  primarily  oi  the  consumer  of  the  purchased  item,  v\tiile  the  personal 
income  tax  is  assumed  to  fall  en  individual  income. 

There  is  one  further  element  in  the  tax  incidence  question.  A  tax 
device  is  usually  described  as  progressive,  proportional,  or  regressive, 
depending  upon  v^at  happens  to  the  marginal  income  tax  rate  as  the  level 
of  income  rises.  A  progressive  tax  has  a  rising  iterginal  tax  rate  with 
higher  incomes,  v^ile  a  regressive  tax,  on  the  contrary,  indicates  a  de- 
clining marginal  tax  rate. 

Since  the  personal  income  tax  has  a  defined  progressive  rate  struc- 
ture, taxes  on  income  generally  are  assumed  to  be  progressive.  Since 
the  corporation  income  tax  may  fall  on  the  higher  income  owners  of  capi- 
tal, some  assume  that  the  corporation  tax  makes  the  total  tax  system 
more  progressive.  Alternatively,  sales  taxes  and  excise  taxes,  which 
are  likely  shifted  to  the  consumer,  are  usually  regarded  as  regressive 
in  terms  of  who  pays  the  taxes. 

In  a  similar  fashion,  transfer  payments  by  governments  to  specific 
income  groups  can  be  described  as  having  either  a  progressive,  neutral, 
or  regressive  income  effect.  As  the  Fraser  Institute  points  out,  trans- 
fer payments  can  be  thought  of  as  negative  taxes  -  and  in  the  main  they 
tend  to  be  regarded  as  highly  progressive. 

In  1964,  the  RDyal  Commission  en  Taxation  published  a  study  under- 
taken by  Irwin  Gillespie  on  the  incidence  of  federal  taxes  and  public 
expenditures  in  1961.  On  the  expenditure  side,  he  noted  that  the  fiscal 
system  was  clearly  favourable  to  lower  income  earners. 

"As  we  move  up  the  income  scale,  expenditure  incidence  becomes  rel- 
atively less  favourable;  and  beyond  an  income  of  $10,000  (in  1961), 
the  incidence  pattern  seems  to  be  almost  proportional."  (Page  153) 

On  the  tax  revenue  end,  he  noted  that, 

"The  distribution  of  effective  tax  rates  is  regressive  up  to  an  in- 
come level  of  at  least  $3,000  and  at  most  $5,000,  and  progressive 
beyond.... In  total,  cne-third  of  all  families  are  affected  by  tlie 
regress iveness  up  to  $3,000,  v*iile  almost  two-thirds  are  affected 
by  the  regress iveness  if  it  persists  up  to  an  income  level  of 
$5,000."  (Page  67) 

The  net  fiscal  incidence  combines  the  revenue  and  expenditure  ef- 
fects of  the  total  government  sector  en  family  incomes.  The  net  fiscal 
incidence  is  the  difference  between  expenditures  received  and  taxes  paid 
by  income  class.  According  to  this  study,  in  1961,  the  existence  of  the 
federal  government  clearly  resulted  in  positive  income  distribution  frem 
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the  higher  incxDme  classes  to  the  lower  incone  classes,  with  most  of  the 
progressivity  resulting  fran  tlie  spending  front.   (See  Table  22.) 

The  Fraser  Institute  undertook  a  smaller  scale  study  in  1976  which 
provided  similar  conclusions.  The  Fraser  study  was  carried  out  with 
1975  data,  and  included  the  fiscal  effects  of  all  levels  of  government. 
That  study  essentially  bears  out  the  point  raised  much  earlier  by 
Gillespie.  The  income  tax  seems  mildly  progressive,  and  other  taxes 
somewhat  regressive  against  income,  so  that  the  total  government  tax 
system  remains  almost  proportional  to  income.  Progressivism  of  govern- 
ment occurs  primarily  via  transfer  payments,  which  are  steeply  progres- 
sive. No  attenpt  was  made  in  the  Fraser  Institute  study  to  distribute 
non- transfer  government  expenditures. 

That  is,  since  lower  inccsne  families  receive  the  bulk  of  the  trans- 
fer payments  fran  government,  their  effective  net  taxes  (here  defined  by 
subtracting  transfer  payments  from  taxes  paid)  are  low.  Indeed,  for 
families  with  $2,500  cash  income  levels  in  1975,  their  net  tax  rate  was 
negative  (-27.5  per  cent). 

When  taxes  and  transfer  payments  were  included,  the  Fraser 
Institute  study  noted  that  the  low  family  incorte  third  of  the  population 
received  1.9  per  cent  in  a  net  transfer,  v^ile  the  middle  income  third 
paid  27.9  per  cent  of  income,  and  the  high  income  third  paid  74  per  cent 
of  their  income.  (Page  63) 
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Table  17 

Low  Income  Cut-Off s  of  Family  Units,  1977 


Size  of  family  unit 


Size  of  area  of  residence 


500,000  + 


100,000- 
499,999 


30,000- 
99,999 


Rural 


1  person 

2  persons 

3  persons 

4  persons 

5  persons 

6  persons 

7  persons 


4,446 

6,443 

8,221 

9,778 

10,930 

11,999 

13,158 


4,161 

6,034 

7,700 

9,156 

10,233 

11,235 

12,316 


4,041 

3,231 

5,859 

4,688 

7,473 

5,980 

8,888 

7,110 

9,936 

7,951 

10,909 

8,726 

11,960 

9,567 

Source  Statistics  Canada,  Income  Distributions  by  Size  in  Canada,  1977, 
Cat.  13-206. 


Table  18 

Incidence  of  Low  Income  Among  Families  and  Unat- 
tached Individuals  by  Age  of  Head,  1973  and  1977 
(Estimates  based  on  Revised  Low  Income  Cut-offs) 


1973 

1977 

(Per  cent) 

Families 

Age  of  head: 

24 

or  under 

15.4 

17.1 

25 

-  34 

12.2 

11.4 

35 

-  44 

13.4 

10.1 

45 

-  54 

10.3 

9.1 

55 

-  64 

13.5 

10.2 

65 

-  69 

22.7 

16.3 

70 

or  over 

27.4 

22.3 

Individuals 

Age: 

24 

or  under 

38.4 

36.8 

25 

-  34 

16.6 

14.8 

35 

-  44 

18.2 

22.6 

45 

-  54 

32.4 

32.2 

55 

-  64 

42.6 

45.3 

65 

-  69 

53.8 

50.3 

70 

or  over 

69.5 

63.2 

Source  Statistics  Canada,  Income 

Distribut: 

ions  by 

Size  in 

Canada,  Preliminary  Estimates, 

1973  and  1977,   Cat.    13-206. 
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Table  19 

Percentage  Increase  1973  -  1977  of  Average  Income 

of  Families  and  Unattached  Individuals  by  Age  and 

Sex 


1973 

1977 

(Per  cent) 

Families 

Age  of  head: 

24 

or  under 

58.9 

60.6 

25 

-  34 

56.1 

61.8 

35 

-  44 

61.3 

61.4 

45 

-  54 

62.9 

53.7 

55 

-  64 

61.9 

53.3 

65 

or  over 

48.8 

35.5 

Individuals 

Age: 

24 

or  under 

64.0 

67.9 

25 

-  34 

49.4 

62.7 

35 

-  44 

52.0 

62.3 

45 

-  54 

53.4 

56.8 

55 

-  64 

51.4 

58.4 

65 

or  over 

42.7 

57.1 

Source  Statistics  Canada,  Income 

Distributions  by 

Size  in 

Canada,  Prelimi 

nary 

Estimates , 

1973  and  1977,  Cat.  13-206. 
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Table  20 

Government  of  Canada  Revenues  and  Expenditures,  National  Accounts  Basis, 

(a)  1977-1978 

1977-1978 

^ Actual 

(Millions  of  Dollars) 
Revenues 

Direct  taxes,  persons  17,245 

Direct  taxes,  corporations  5,229 

Direct  taxes,  non-residents  544 

Indirect  taxes  9,153 

Other  current  transfers  frcm  persons  14 

Investment  income  3,163 

Capital  consumption  allowances  592 

Total  revenues  35,940 

Expenditures 

Current  goods  and  services  11,317 

Transfer  payments  to  persons  13,515 

Subsidies  2,501 

Capital  assistance  382 

Current  transfers  to  non-residents  700 

Interest  on  the  public  debt  5,472 

Transfers  to  provinces  9,741 

Transfers  to  local  governments  390 

Gross  capital  formation  1,253 

Total  expenditures  45,271 

Surplus  or  deficit  (-)  -9,331 

a     Government  pensions  social   security   receipts  and  expenditures   are 

included  in  the  national  accounts   version  of  federal   revenues   and 

expenditures.      In   the  public  accounts,    such  funds   are   treated   as 
non-budgetary  transactions. 

Source     Budget  Speech,   November  16,    1978. 
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Table  21 

Probable  Incidence  of  T^xes 


Personal  income  tax 


Corporation  income  tax 


Federal  sales  and  excise  taxes 


Provincial  sales  taxes 


Property  taxes 


The  household  or  individual  upon 

which  it  is  levied. 

Disagreement.  Sore  economists  feel 

the  firm  on  which  it  is  levied  bears 

the  incidence;  others  conclude  the 

tax  is  shifted,  wholly  or  in  part, 

to  consumers. 

With  exceptions,  consumers  who  buy 

the  taxed  products. 

Consumers  who  buy  the  taxed 

products. 

Owners  in  the  case  of  land  and 

owner-occupied  residence;  tenants  in 

the  case  of  rented  property; 

consumers  in  the  case  of  business 

property. 


Source  C.R.  McConnell  and  W.H.  Pope,  Economics ;  McGraw-Hill  Ryerson 
Limited,  p.  157. 


Table  22 

Effective  Net  Fiscal  Incidence,  1961(a) 


Family 

Provincial 

and 

income  class 

Federal  level 

municipal 

level 

Total 

all  levels 

(Dollars) 

(Per  cent)(b) 

Under  2,000 

72.0 

30.9 

102.8 

2,000  -  2,999 

24.6 

15.3 

39.9 

3,000  -  3,999 

9.0 

10.1 

19.1 

4,000  -  4,999 

4.9 

7.4 

12.3 

5,000  -  6,999 

.8 

5.1 

5.9 

7,000  -  9,999 

-1.8 

1.8 

.0 

10,000  and  over 

-6.0 

-3.2 

-9.2 

Total 


4.0 


5.1 


9.1 


a  For  the  Standard  Case.   Details  may  not  add  to  totals  due  to 

rounding, 
b  The  difference  between  expenditures  received  and  taxes  paid,  by 

incoTie  class,  is  expressed  as  a  percentage  of  the  distribution  of 

"broad  income." 

Source  W.I.  Gillespie,  "The  Incidence  of  Taxes  and  Public  Expenditures 
in  the  Canadian  Economy."  Study  No.  2,  Royal  Commission  on 
Taxation   (September  1964),  p.    180. 
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5.   KEY  PRINCIPLES  FOR  ASSESSING  IHE  VT^IOUS  INDEXING  PROPOSALS 

Since  a  point  of  departure  is  usually  necessary  for  analytical  pur- 
poses, we  employ  the  econonist's  stylized,  perfectly  competitive  world 
of  individual  decision-makers  and  consumer  sovereignty.  In  a  world  of 
perfect  markets  and  long-term  saving  and  spending  time  horizons,  the 
life-cycle  model  would  suggest  that  (based  on  private  preferences  and 
lifetime  budget/work  income  constraints)  each  individual  wDuld  determine 
the  nature  of  his  retirement  package  and  the  levels  of  voluntary  contri- 
bution rates  during  tlie  prospective  working  years.  iViat  is,  the  replace- 
ment ratio  (the  desired  ratio  of  retirement  income  to  work  income)  would 
vary  among  individuals. 

In  this  stylized  world,  there  are  no  collective  negotiations,  no 
vesting  problems,  and  no  indexing  problems  since  in  effect  all  decisions 
are  real  decisions.  As  for  the  savings  to  earnings  ratios  (or  the  con- 
tribution rates)  for  those  workers  with  a  long  planning  horizon,  their 
contributions  would  tend  to  be  low  during  early  working  years,  but  rise 
with  age  towards  a  peak  somewhat  close  to  retirement. (16) 

In  such  an  environment,  private  institutions  may  arise  to  special- 
ize in  the  provision  of  scale  economies  in  the  pooling  and  investing  of 
funds.  Such  economies,  in  effect,  would  reduce  the  average  transaction 
costs  of  investing.  Moreover,  one  could  conceive  also  of  a  demand  for  a 
government  pension  initiative  if  it  was  felt  that  the  public  at  large 
required  a  minimum  level  of  savings  for  retirement.  Such  demands  would 
arise  frcsn  fears  that  some  short-sighted  individuals  would  not  provide 
for  an  adequate  retirement  income  or,  in  some  cases,  that  some  persons 
would  underestimate  their  cwn  life  expectancy.  Moreover,  the  enforce- 
ment of  the  contracts  entered  into  between  individuals  and  institutions 
would  require  a  legal  framework,  and  once  again,  a  pension-savings  re- 
lated role  for  government  would  appear. 

Tb  extend  the  above  stationary  equilibrium  model  one  step  further, 
one  can  allow  for  non-uniform  rates  of  inflation  over  time  and  for  a  di- 
versity of  risks  among  the  various  financial  instruments.  With  greater 
variability  in  inflation,  there  will  be  greater  uncertainty  -  which  has 
a  social  cost  -  and  periodic  adjustments  in  inflation  expectations  and 
savings  and  spending  allocations  would  occur.  If  there  were,  for  exam- 
ple, a  permanent  increase  in  the  rate  of  inflation,  anployed  individuals 
would  make  the  appropriate  adjustment  in  their  savings  to  prevent  a  de- 
cline in  their  real  retirement  income.  In  this  world,  the  inflation 
juirp  wDuld  be  mirrored  in  nominal  returns  and  the  price  of  financial 
assets.  As  long  as  the  individual  had  a  "real"  contractual  pension  com- 
mitment and  the  assets  were  denominated  in  real  terms,  then  the  infla- 
tion change  would  present  few  problems  for  the  retired  pensioner. 

If  there  were  lags  in  the  adjustment  process,  then  an  increase  in 
the  rate  of  inflation  that  persisted  over  time  could  generate  a  decline 
in  the  real  value  of  accumulated  financial  assets.   In  this  case,  em- 
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ployed  workers  would  have  to  increase  t±ieir  contribution  rates  to  adjust 
for  this  loss,  but  retired  individuals  could  not  make  an  appropriate 
adjustment.  The  higher  rate  of  inflation  in  this  environment  would  be  a 
result  of  government  policy,  and  some  would  argue  that  the  government 
should  take  the  responsibility  of  naintaining  the  real  value  of  the  pen- 
sion benefits  of  retired  individuals.  If  such  government  actions  re- 
sulted in  higher  taxes,  it  would  be  possible  that  employees  would  change 
their  savings  contribution  rates. 

Within  this  system,  individuals  free  to  select  the  institution  to 
manage  their  pension  savings  in  an  environment  of  risk  diversity  and  in- 
flation uncertainty,  would  be  willing  to  allocate  their  savings  to  that 
security  v\^ich  best  matched  their  preferences  for  risk  and  expected  re- 
turns. Such  actions  would  ensure  active  ccsnpetition  among  the  institu- 
tions for  savings,  and  in  turn  would  minimize  poor  nHnagement. 

In  summary,  in  this  somewhat  stylized  world,  we  would  expect: 

1.  Seme  variation  in  contribution  rates  in  response  to  the  age  of  the 
individual; 

2.  Some  variation  in  the  contribution  rates  in  order  to  oanpensate  for 
lags  resulting  fron  unexpected  changes  in  inflation; 

What  we  actually  do  observe  in  the  real  world  is  that  retirement 
savings  are  a  result  of  three  tiers  of  decisions  -  individual  decision- 
making, collective  decision-making  (employee-employer  negotiated  pen- 
sions or  unilateral  employer  decision-making)  and  government  decision- 
making. Individual  decision-making  is  now  regarded  as  supplementary  to 
the  two  other  tiers.  That  is,  if  an  individual  has  a  publicly  available 
pension  (CPP/QPP,  C^),  and  at  the  same  time  a  private  employment  pen- 
sion, he  may  base  his  incremental  discretionary  savings  decision  on  the 
adequacy  of  these  two  canbined  sources  of  retirement  incone. 

Of  course,  there  is  uncertainty  as  to  the  real  value  of  the  first 
two  tiers  of  retirement  savings,  and  hence  one  would  expect  that  sudden 
changes  in  the  inflation  rate  would  have  the  greatest  impact  on  the 
third  tier  of  savings,  the  individual  level.  The  data  in  Table  1  sup- 
port this  supposition.  Obviously,  such  savings  adjustments  can  occur 
only  for  individuals  v^o  have  adequate  levels  of  incone. 

Since  some  individuals  do  not  have  a  sufficient  income  flow  to  en- 
able them  to  adjust  their  savings  pattern  in  response  to  unexpected  or 
unanticipated  changes  in  inflation,  then  part  of  the  adjustment  could 
also  take  place  at  the  government  tier.  Indeed,  even  in  our  stylized 
model  set  out  alxDve,  part  of  the  adjustment  would  occur  in  the  pensions 
provided  by  government,  most  likely  under  a  pay-as-you-go  funding  ar- 
rangement. Since  we  have  postulated  that  we  would  expect  the  bulk  of 
the  pension  savings  adjustments  to  be  made  by  individuals  and  to  a 
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lesser  extent  by  government,   several  questions  then  arise  with  regard  to 
employer-sponsored  pension  plans.     The  tliree  most  critical  are: 

1.  Why  did  such  plans  arise  since  there  did  not  appear   to  be   any  ex- 
plicit need  for  tliem? 

2.  Why  doesn't  tlie  collective  agreement  process  handle  the  entire  mat- 
ter of   indexing  of  post-retirement  pensions? 

3.  Who  in  effect  would  i^ay  the  cost  of    this    indexing    if    it   could   be 
negotiated  through  tlie  collective  agreement  process? 

Economists  argue  that  if  there  is  an  activity,  then  there  must  be  a 
demand  for  the  services  or  goods  being  provided  and  as  well,  there  must 
be  an  individual  or  group  willing  to  supply  the  services  or  goods.  In 
the  case  of  anployer-sponsored  pension  plans,  economists  have  tradition- 
ally argued  tliat  tiiere  are  benefits  to  both  employers  and  employees  for 
setting  up  and  negotiating  such  plans.  In  attempting  to  apply  tliis  prop- 
osition to  employer-sponsored  plans,  we  were  able  to  detect  advantages 
only  for  anployers.  Even  in  this  case  the  value  of  these  advantages  to 
enployers  is  not  likely  to  be  easily  measurable. 

Employer  contributions  to  a  pension  fund  are  appropriately  identi- 
fied as  part  of  the  employee  compensation  bill.  Thus,  the  employer  can 
defer  to  sane  extent,  given  the  regulations  of  the  Pensions  Benefit  Act, 
part  of  the  oonpany's  total  labour  bill.  This  deferment  iray  prove  to  be 
notliing  more  than  illusionary  over  a  period  of  time,  but  at  the  same 
time  could  be  significant  over  a  shorter  period  of  accelerating  rates  of 
inflation  and  an  increase  in  the  longer  term  underlying  rate  of  infla- 
tion. That  is,  during  the  period  of  the  early  to  mid-1970s  when  the 
prevailing  rate  of  inflation  appears  to  have  increased,  the  ability  to 
defer  part  of  the  labour  cost  to  some  later  period  may  have  provided 
rather  important  increments  to  a  company's  cash  flow  and  enabled  some 
companies  to  adjust  to  the  accelerating  rates  of  inflation  and  more  un- 
stable general  market  conditions. 

A  second  advantage  which  may  be  conceptually  a  more  permanent  and 
real  advantage  for  employers  is  that  the  delayed  vesting  arrangements 
might  reduce  labour  turnover  for  a  firm.  A  lower  degree  of  labour  turn- 
over would  ensure  that  a  firm  would  be  able  to  earn  an  adequate  income 
from  the  training  and  investment  in  the  work- force.  Pesando  and  Rea 
(1976)  (page  14)  have  noted  another  implication  of  delayed  vesting  on 
the  wage-setting  process.  Delayed  vesting,  according  to  Pesando  and 
Rea,  can  serve  as  a  substitute  for  wage  scales  that  would  have  to  rise 
steeply  with  seniority  and  skill  levels.  Alternatively,  delayed  vesting 
could  be  considered  as  a  type  of  insurance  vs^ich  the  firm  issues  so  as 
to  share  the  cost  of  the  specific  nenpower  training  undertaken  with  the 
workers.  Obviously,  these  various  propositions  depend  upon  workers 
recognizing  the  vesting  provisions  in  pension  plans  and  employers  not 
taking  advantage  of  these  vesting  provisions  and  firing   workers   before 
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their  rights  in  the  pension  fund  are  vested.  Indeed,  there  is  likely  to 
be  a  high  degree  of  ignorance  on  the  part  of  workers  with  regard  to 
their  vesting  rights  and  the  advantage  of  delayed  vesting  may  be  more 
apparent  than  real  in  the  actual  market-place. 

While  we  are  able  to  establish  some  possible  benefits  for  employ- 
ers, we  found  it  more  difficult  to  identify  advantages  to  employees  frcxn 
such  schemes. 

One  may  suggest  that  WDrkers  might  perceive  that  their  lifetime  in- 
come is  generally  higher  because  of  the  deferment  of  part  of  their  wage 
until  they  retire.  Otlierwise,  the  worker  should  prefer  a  higher  current 
wage  and  the  ability  to  manage  his  own  savings  rather  tlian  run  the  risk 
of  not  receiving  full  vesting  rights  and  be  locked  into  a  scheme  that 
may  have  its  funds  poorly  managed  in  relative  terms. 

Our  inability  to  conceptualize  any  net  positive  advantage  for  the 
employee  provided  us  with  some  insights  into  v^y  contribution  rate  ad- 
justments to  unexpected  inflation  movements  have  not  generally  occurred 
at  the  collective  decision-making  tier.  Ctoviously,  it  is  conceptually 
possible  for  employers  and  employees  to  negotiate  for  indexed  retirement 
benefits  and  to  make  periodic  adjustments  in  contribution  rates. 

While  employers  argue  they  cannot  afford  these  costs,  we  would 
point  out  in  turn  that  the  current  wage  bill  could  be  reduced  if  the  de- 
ferred wage  component  were  to  increase.  But  from  the  point  of  view  of 
the  employee,  a  higher  contribution  rate  and  a  lower  wage  increase  would 
lower  real  take-home  pay  during  an  inflation  wave.  Moreover,  there  is  a 
general  uncertainty  as  to  the  value  of  deferred  wages  or  indeed  even  the 
likelihood  of  ever  seeing  the  income  at  retirement. 

It  is  understandable  that  labour  organizations  would  avoid  such 
negotiations  and  vrould  tend  to  push  the  problems  of  the  retired  workers 
back  onto  the  employers.  Moreover,  young  employees  would  have  even 
stronger  ctojections  to  negotiating  indexed  pensions  in  this  way  because 
they  would  have  no  guarantee  of  obtaining  vesting  rights.  At  their 
stage  in  the  life  cycle,  current  income  is  more  desirable  than  deferred 
income . 

Thus,  \<^ile  private  employers  claim  that  they  cannot  duplicate  the 
indexing  provisions  of  public  sector  plans  because  they  would  have  to 
incur  higher  costs,  \i«  in  turn  suggest  that  the  uncertainty  of  indexing 
costs  could  be  borne  effectively  by  both  employees  and  employers.  In- 
deed, at  present,  savings  adjustments  occur  at  the  individual  level  via 
other  forms  of  savings,  v^ich  are  irore  discretionary.  Of  course,  the 
individuals  we  are  talking  about  tend  to  represent  the  higher  income 
earners  in  our  society. 

Further,  in  light  of  the  data  presented  in  Table  4,  it  is  apparent 
that  cnly  high  wage  firms  have  effectively  involved  themselves  in  pri- 


106 


vate  pension  schemes,  since  firms  paying  wages  at  slightly  above  the 
minimum  wage  do  not  have  a  realistic  opportunity  for  deferring  part  of 
that  compensation  into  the  future.  For  low  vage  workers,  any  possible 
adjustments  occur  via  their  own  individual  efforts  or  with  help  fran  tlie 
government . 

In  the  preceding  discussion  it  was  argued  that  at  the  collective 
decision-making  tier  indexing  of  pensions  during  the  retirement  years 
could  be  negotiated  and  wDuld  to  a  large  extent  be  paid  for  by  employees 
in  the  form  of  lower  wage  gains  at  the  present  time.  There  would  also 
be  some  cost  borne  by  tlie  employers  for  their  additional  contributions. 
However,  the  share  of  the  total  cost  would  be  lower  for  employers  than 
employees  since  employers'  contributions  comprise  part  of  the  deferred 
wage  package  that  employees  are  getting  and  that  are  being  traded  off 
against  current  income.  Nevertheless,  while  negotiating  indexed  pen- 
sions is  possible,  such  negotiations  have  rarely  taken  place.  Part  of 
the  reason  for  tliis  is  that  most  employer-sponsored  pensions  were  ini- 
tiated unilaterally  by  employers  and  have  continued  to  be  exempt  from 
the  collective  bargaining  process.  Indeed,  the  setting  up  of  pensions 
by  employers  was  considered  to  be  part  of  a  social  contract  that  they 
entered  into  whien  hiring  a  worker.  As  members  of  the  Commission  have 
pointed  out  to  us,  the  pension  was  considered  an  additional  benefit  to 
be  paid  to  employees  since  firms  viewed  their  responsibility  to  their 
workers  not  terminating  with  the  workers'  retirement  but  in  fact  per- 
sisting beyond  that  time.  Since  employer-sponsored  pensions  are  exempt 
frcsn  the  collective  bargaining  process,  the  bulk  of  the  adjustment  has 
fallen  en  employers. 

In  the  cases  vAiere  pensions  have  continued  to  be  separate  or  inde- 
pendent of  the  bargaining  process,  employees  are  not  likely  to  view  the 
pension  benefits  as  deferred  wages  and  hence  are  not  likely  to  consider 
trading  off  current  wage  increases  against  improvernents  in  future  bene- 
fits. Firms  that  have  unilaterally  improved  pension  benefits  by  index- 
ing on  an  ad  hoc  basis  the  pensions  received  by  retired  employees,  or  by 
periodically  adjusting  the  existing  structure  of  pensions  for  current 
employees  are  not  likely  to  have  been  able  to  compensate  for  these 
higher  costs  by  saving  in  terms  of  lower  current  wage  increases  granted 
to  their  employees.  For  this  reason,  then,  employers  have  found  it 
increasingly  difficult  to  adopt  indexing  of  pensions  on  a  larger  scale. 
Compounding  the  difficulty  has  been  the  problem  faced  by  pension  fund 
managers  in  earning  adequate  real  rates  of  return  (in  line  with  under- 
lying interest  and  wage  assumptions  built  into  the  pension  plan)  during 
periods  of  accelerating  rates  of  inflation.  Hence  unless  pension  plans 
that  were  unilaterally  established  by  employers  do  become  part  of  the 
collective  bargaining  agreement,  it  is  highly  unlikely  tliat  changes  in 
the  structure  of  plans  will  be  brought  about  by  anployers  to  permit  the 
indexing  of  benefits  tpon  retirement. 

Some  nay  argue,  however,  that  firms,  particularly  tlie  larger  firms, 
possess  a  sufficient  degree  of  market  power  to  pass  on  the  additional 
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cost  of  indexing  in  the  form  of  higher  prices.  In  effect,  we  are  rais- 
ing the  entire  question  of  v^o  would  pay  for  indexing  of  pensions  in  the 
middle  tier,  the  employer-sponsored  plans.  Some  reference  to  public 
finance  literature  on  the  incidence  of  the  corporate  tax  is  appropriate 
at  this  stage.  However,  as  we  pointed  out  in  Section  (d),  the  litera- 
ture has  not  reached  any  strong  conclusion  with  regard  to  the  incidence 
of  the  corporate  tax.  Those  supporting  the  perfectly  competitive  inodel 
have  argued  tliat  the  bulk,  if  not  all  of  the  tax  has  fallen  upon  share- 
holders and  depressed  the  private  rate  of  return.  Others  v^o  pursue  the 
market  power  argument  suggest  that  most  of  it  is  passed  on  in  the  form 
of  higher  prices.  In  Table  21  in  the  preceding  section,  this  ambiguity 
is  highlighted. 

Our  position  is  that  indexing  of  private  post-retirement  incomes 
should  be  paid  for  entirely  by  employees  since  they  are  the  ones  who 
would  gain  from  this  benefit.  However,  in  the  real  world  vAiere  pensions 
are  either  part  of  the  collective  bargaining  agreement  or  are  unilat- 
erally administered  by  employers,  enployees  would  not  bear  the  entire 
cost  of  indexing.  Part  of  the  cost  would  be  borne  by  shareholders  of 
companies  and  by  consumers  and  suppliers  for  these  companies.  Since 
most  of  the  private  plans  are  in  the  high  wage  sector  of  the  economy, 
from  an  equity  point  of  view  government  indexation  of  retirement  bene- 
fits at  tlie  second  tier  would  tend  to  result  in  a  redistribution  of  in- 
come in  general  from  low  income  individuals  to  middle  and  higher  income 
individuals. 

In  concluding  this  section,  v^e  would  like  to  reiterate  that  in  a 
world  consisting  of  cxily  two  levels  -  the  government  decision-making 
tier  and  the  individual  decision-making  tier  -  the  adjustment  of  the 
pension  savings  decisions  to  unexpected-unanticipated  inflation  changes 
would  be  made  by  and  large  by  individuals,  and  to  a  lesser  extent  by 
government.  As  government  is  involved,  a  redistribution  of  income  in 
the  direction  of  lower  income  individuals  could  occur.  At  the  individ- 
ual level  one  would  expect  changes  in  the  contribution  rates  over  time 
if  inflation  per  se  were  perceived  to  be  unstable.  Obviously,  the  sav- 
ings adjustments  by  individuals  would  only  occur  among  those  who  were 
still  employed.  The  retired  would  have  to  rely  solely  an  the  government 
for  any  adjustments  to  unexpected  and  unanticipated  inflation  moves.  Fi- 
nally, the  savings  adjustments  that  would  be  made  would  be  much  greater, 
both  in  terms  of  number  and  absolute  value,  if  the  rate  of  inflation 
permanently  increased. 


6.      CRITICAL  ASSESSMENT   OF   ALTERNATIVE    PROPOSALS    FOR    INDEXING    POST- 
RETIREMENT  BENEFITS 

a)     Introduction 

In  essence  this  section  of  this  study   is    intended   to  represent   a 
culmination  of  much  of  the  previous  work.      If  mandatory  or  non-mandatory 
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indexing  of  private  pension  benefits  is  to  be  recommended,  which  mechan- 
ism, or  mix  of  proposals,  seems  to  be  the  most  appropriate?  A  review  of 
a  series  of  proposals  implies  that  certain  minimum  yardsticks  for  evalu- 
ation be  considered.  Among  tiiese  yardsticks  are  the  following: 

1.  expected  effect  on  the  present  distribution  of  income; 

2.  expected  financing  impacts  on  private  plans  -  i.e.,  the  actuarial 
soundness  test; 

3.  the  involvement  test  -  what  does  the  scheme  do  in  terms  of  the 
prospective  impact  en  negotiated  compensation  packages? 

Let  us  consider  these  three  nrejor  criteria.  With  regard  to  income 
distribution,  it  has  already  been  noted  that  it  is  very  difficult  to 
state  who  will  be  the  winners  and  losers  from  the  introduction  of  a 
scheme.  Tb  place  that  question  in  perspective,  if  the  scheme  which  is 
being  considered  requires  federal  government  financial  payments,  it  is 
necessary  to  ask  whether  tlie  prospective  increases  in  federal  government 
budget  deficits  will  be  financed  by  tax  hikes  or  government  expenditure 
reductions,  etc.  Moreover,  it  is  important  to  ponder  what  the  prospec- 
tive effect  will  be  on  the  individual  pensioners,  the  workers,  and  of 
course  the  employers. 

Under  tlie  second  actuarial  criterion,  as  an  example,  v>e  simply  note 
that  the  introduction  of  a  new  indexing  plan  may  be  regarded  as  actuari- 
ally sound  or  not,  may  have  the  effect  of  reducing  the  extent  of  experi- 
ence deficiencies,  or  not. 

The  last  criterion  follows  frcan  an  argument  that  without  impedi- 
ments one  would  expect  the  collective  bargaining  system  to  be  a  proper 
vehicle  for  the  introduction  of  such  plans.  By  this  test  we  essentially 
inquire  vrtiether  the  pension  question  will  hie  handled  in  a  more  fruitful 
way  by  the  collective  bargaining  system. 

Once  again,  it  is  necessary  to  state  that  ultimately  the  most  im- 
portant consideration  nay  be  income  distribution.  Identifying  winners 
and  losers  in  this  way  may  nearly  be  impossible. 

The  various  post-retirement  indexing  proposals  for  private  pension 
plans  v^rt^ich  are  briefly  reviewed  here  are  listed  below.  It  should  be 
noted  that  in  some  cases  the  options  are  not  that  different  from  each 
other.  That  is,  a  partial  mandatory  indexation  by  anployers,  or  indexa- 
tion with  a  cap,  differs  only  in  degree  frcxn  full  mandatory  indexation. 

1.  The  index  bond  solution. 

2.  The  government  as  an  insurer  of  last  resort. 

3.  Excess  interest  scheme. 
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4.  Continual  ad  hoc  indexation  adjustments. 

5.  The  collective  bargaining  fulcrum. 

6.  The  inflation  tax  credit. 

7.  Cofirentes  +;  Martin  O'Connell  proposals. 

8.  Keith  Cooper  -  partial  indexation  plan. 

b)  Professor  Pesando's  Schemes 

According  to  James  E.  Ffesando  the  nature  of  the  solution  to  the  in- 
dexing problem  is  obvious.  While  private  industry  nay  feel  it  is  unable 
to  accept  the  actuarial  risk  of  providing  a  real  rate  of  return  instru- 
ment, (17)  (Pesando  and  many  other  economists  have  already  noted  that  it 
is  surprising  that  the  private  sector  itself  has  not  come  out  with  real 
rate  of  return  instruments)  the  government  has  a  legitimate  interest  in 
accepting  this  form  of  actuarial  risk  in  order  to  protect  retirement 
incomes  from  the  ravages  of  inflation.  In  a  provocative  paper  entitled 
"The  Indexing  of  Private  Pensions:  An  Economist's  Perspective  on  the 
Current  Debate,"  Pesando  discusses  two  potential  solutions.  In  one  the 
national  government  would  issue  a  purchasing  power  bond  to  private 
pension  plans.  In  the  other,  the  government  would  offer  an  insurance 
scheme  to  private  pension  plans  so  tliat  they  would  be  in  a  position  to 
offer  "a  real  income"  pension  benefit  to  the  retired  workers. (18) 

( i )  The  Index  Bond  Solution 

In  order  for  a  pension  plan  to  be  able  to  offer  a  real  rate  of  re- 
turn benefit,  it  must  itself  have  access  to  financial  instruments  that 
are  autonatically  and  fully  adjusted  for  inflation  without  the  lender 
experiencing  any  changes  in  the  value  of  the  asset.  In  this  part  of  the 
report  we  touch  co  the  option  of  the  pension  fund  purchasing  a  real  pur- 
chasing power  bond  issued  by  the  Government  of  Canada.  The  manner  in 
which  a  purchasing  power  bond  could  operate  is  described  in  Table  23. 

As  noted  earlier,  in  an  inflationary  period  as  the  rate  of  infla- 
tion accelerates,  market  rates  of  interest  adjust  and,  of  course,  bond 
prices  fall.  Indeed,  ifesando  notes  that  the  adjustment  to  changes  in 
inflationary  expectations  in  the  bond  market  is  fairly  complete,  as  an 
expected  one  percentage  point  rise  in  the  rate  of  inflation  produces  a 
one  percentage  point  increase  in  interest  rates.  This  is  consistent 
with  the  Fisher  principle.  However,  the  adjustment  ignores  the  decrease 
in  prices  of  existing  bonds  with  coupon  rates  below  current  yields. 

In  the  accompanying  table  we  use  the  following  figures  to  provide 
an  example  of  how  this  mechanism  would  work.  We  assume  that  the  adjust- 
ment between  rates  of  inflation  and  changes  in  ncaninal  yields  is  instan- 
taneous. We  assume  that  at  the  issue  date  nominal  yields  en  a  one  year 
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bond  are  9.7  per  cent,  the  expected  rate  of  inflation  is  equal  to  7.7 
per  cent  per  annum,  the  actual  rate  experienced  during  the  preceding 
year.  Ihe  investor  (lender)  plans  to  hold  the  security  for  one  calendar 
year.  During  the  year  there  has  been  a  change  in  the  inflationary  envi- 
ronment with  both  the  expected  and  actual  rates  of  inflation  having  in- 
creased by  2.3  percentage  points  and  market  yields  rising  proportion- 
ately to  12  per  cent.  The  bond  owner  thus  experiences  a  real  loss  of 
?2.30  from  his  original  expectations.  That  is,  for  full  indexing  to  be 
in  Gyration,  the  realized  nominal  payments  at  maturity  must  be  $112 
rather  tlian  the  $109.90.  Thus  indexing  via  automatic  increases  in  the 
fixed  coupon  to  oorapensate  for  tJie  extra  rate  of  inflation  would  cost 
the  issuer  of  the  bond  $2.30  in  this  example. 

In  a  decelerating  inflation  period  nominal  yields  decline  and,  of 
course,  real  gains  in  excess  of  2  per  cent  are  earned  on  the  fixed  price 
security.  In  other  words,  a  purchasing  power  bond  is  like  a  Canada 
Savings  Bond  witli  a  floating  coupon  rate.  (19) 

Thus,  purchasing  power  bonds  have  a  symmetry  when  the  rates  of 
inflation  accelerate  or  decelerate  and  when  the  adjustments  to  expected 
changes  in  prices  are  rapid.  If  such  an  instrument  were  available  to 
private  pension  funds  then,  of  course,  they  would  be  in  a  position  to 
offer  real  denominated  pension  benefits. 

Note  in  the  example  in  Table  23  the  assunption  that  the  real  rates 
of  return  earned  on  the  purchasing  power  bonds  would  match  the  real 
rates  of  return  v^ich  would  be  earned  on  comparable  financial  instru- 
ments. To  reiterate  this  point,  if  there  were  an  unanticipated  shift  in 
inflation,  the  government  issuing  the  bond  would  not  really  undertake 
any  additional  costs  in  real  terms.  This  I^T^  of  index  bond  takes  care 
of  the  unanticipated  inflation  changes,  for  at  maturity  tlie  total  nomi- 
nal payment  to  the  lender  has  the  same  purchasing  power  as  the  nominal 
funds  originally  loaned  out,  plus  the  real  rate  of  interest. 

But  the  introduction  of  indexed  bonds  results  in  changes  which  are 
much  more  profound  than  simply  the  differences  cited  in  the  above  exam- 
ple. The  issuer  of  the  bond  (borrower)  in  a  sense  accepts  the  entire 
risk  of  offsetting  the  inflation  losses.  Therefore,  undoubtedly  the 
issuer  of  the  bond  would  desire  or  demand  in  the  market-place  to  borrow 
at  a  real  rate  of  return  somewhat  below  the  real  return  on  non- indexed 
bonds.  In  effect,  the  difference  in  the  initial  real  rates  of  return 
could  be  viewed  as  a  premium  being  paid  by  lenders  to  insure  against 
unexpected  inflation  changes.  Since  it  is  unlikely  that  the  private 
sector  will  issue  such  securities,  the  index  bond  solution  in  essence 
means  that  Ottawa  would  have  to  issue  these  securities. 

(ii)  Analysis 

If  one  digs  deeper  into  the  implications  of  the  Government  of 
Canada  issuing  indexed  debt,   the  advantages  become   less   clear-cut.      It 
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is  clear  that  there  are  unknovm  but  potentially  large  capital  market 
inplications  of  such  a  scheme.  In  turn,  these  effects  depend  on  v^ether 
the  amount  of  such  securities  would  be  limited  and  who  or  what  insti- 
tution would  have  access  to  them.  Among  the  possible  capital  market 
implications  are: 

1.  Since  the  coupon  rate  an  these  bonds  adjusts  quickly  to  inflation 
movements,  nominal  yields  on  all  fixed  income  securities  might 
adjust  iiore  rapidly  to  inflation. 

2.  If  it  is  deemed  that  only  a  limited  quantity  of  such  bonds  is  to  be 
made  available,  how  would  a  rationing  system  be  devised?  Why  is  it 
fair  for  private  pension  funds  to  have  access  to  such  securities, 
when  such  funds  cover  only  about  40  per  cent  of  the  work-force? 
Real  purchasing  power  bonds  obviously  will  be  an  attractive  savings 
instrument  -  should  they  also  be  made  available  to  RRSP  holders? 

3.  Private  debt  vsould  be  less  acceptable  to  pension  funds  if  purchas- 
ing power  bonds  were  available  from  the  federal  government.  In 
order  to  become  nore  like  a  purchasing  power  bond,  vviiich  after  all 
is  a  very  short- terra  instrument,  private  debt  would  tend  to  see  its 
term  structure  shortened.  This  would  irake  private  financing  more 
difficult  and  increase  risks  associated  with  cyclical  fluctuations 
resulting  from  economic  activity. 

4.  Vfould  trading  in  these  purchasing  power  bonds  be  permitted?  Trad- 
ing, per  se,  would  tend  to  speed  up  the  adjustments  in  the  price 
and  yields  of  otlier  securities. 

5.  The  larger  the  volume  of  such  bonds  in  existence,  the  more  the 
management  of  funds  becomes  automatic,  not  discretionary.  This 
scheme  could  remove  some  of  the  incentive  for  good  management  of 
pension  funds. 

6.  As  v/ell,  vAiat  would  happen  if  the  federal  government  were  operating 
its  cash  budget  in  a  surplus  position?  While  at  the  present  time 
this  might  not  appear  realistic,  it  might  not  always  be  the  case. 
In  effect,  then,  the  government  would  end  up  as  a  purchaser  of  last 
resort  of  private  security  debt  and  equity  -  and  in  fact  -  the  gov- 
ernment would  be  an  extra  intermediary  between  the  pension  industry 
and  the  private  sector.  One  could  visualize  with  such  a  scheme 
private  investment  funds  holding  only  government  bonds  and  the 
government  portfolios  owning  the  bulk  of  private  equity.  Indeed, 
Pesando  has  admitted  this  possibility. 

In  addition  to  the  possible  capital   market  effects    there   are   two 
other  shortcomings  to  the  index  bond  proposal. 

1.  To  return  to  an  earlier  point,  even  if  indexed  bonds  were  made 
available,   the  pension  benefit  terms  would  still  have  to  be  renego- 
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tiated  if  indexing  were  the  goal.  That  is,  although  it  might  be 
somewhat  easier  to  introduce  indexed  employer-sponsored  pensions 
because  of  the  existence  of  such  bonds,  the  introduction  of  these 
bonds  need  not  result  automatically  in  indexing.  Any  shift  from 
flat  benefit  to  indexed  benefit  schemes  vould  still  require  imme- 
diately higher  contribution  rates  by  both  employees  and  employers 
until  the  current  level  of  deficiencies  was  overcane.  Indeed,  in- 
dexing would  be  easier  to  achieve  but  the  availability  of  index 
bonds  alone  provides  little  incentive  to  negotiate  collectively  or 
introduce  unilaterally  indexed  post-retirement  benefits. 

2.  Ihe  issuance  of  indexed  bonds  by  Ottawa,  which  could  possibly  be  a 
substitute  for  some  of  its  own  fixed  income  debt  or  Canada  Savings 
Bonds,  could  have  some  income  distribution  effects.  There  are  a 
number  of  possible  outcomes  on  the  income  distribution  front,  de- 
pending on  whether  Ottawa's  net  borrowing  rises,  falls,  or  remains 
the  same  with  the  issuance  of  part  of  that  debt  in  a  fixed  income 
form.  In  essence,  in  the  past  Ottawa  could  have  been  a  net  winner 
due  to  rising  inflation  as  a  result  of  its  net  borrowing  position. 
This  could  alter. 

In  a  deteriorating  inflation  environment  tlie  private  pension  funds 
which  wDuld  have  access  to  the  fixed  income  debt  would  be  better 
off  -  and  thus  so  would  their  interested  parties,  the  firms  and 
their  employees,  and  at  some  point  the  pensioners.  In  an  improving 
inflation  environment  this  wDuld  not  be  the  case  -  as  indexed  bonds 
would  not  offer  the  portfolios  any  capital  gains. 

If  c»ie  assumes,  however,  that  inflation  will  tend  to  worsen,  the 
high  wage  firms  v\^o  contribute  to  pension  funds,  the  employees  of 
such  firms,  and  tlieir  pensioners  would  gain  some  advantage  over 
those  without  access  to  the  purchasing  power  bonds.  If  these  bonds 
were  spread  beyond  the  private  pension  fund  sector,  this  wDuld  tend 
to  reduce  the  relative  advantage  to  those  with  access  to  them. 

In  effect,  the  issuance  of  index  bonds  by  tlie  government  might 
necessitate  increased  taxes  or  reduced  levels  of  spending.  Since 
the  bonds  would  primarily  benefit  individuals  involved  in  the  sec- 
ond tier  anployer-sponsored  pension  plans,  there  could  occur  some 
redistribution  of  income  from  low  to  middle  income  recipients. 
Moreover,  the  availability  of  index  bonds  on  a  limited  scale  to 
pension  funds,  or  even  en  a  larger  scale,  wDuld  accomplish  nothing 
in  terms  of  resolving  the  indexing  problems  of  individuals  not 
covered  by  onployer-sponsored  plans;  namely,  low  wage  and  part-time 
workers . 

Thus  we  are  in  general  agreement  with  Pesando  that  the  purchasing 
power  bond  solution  itself  might  not  be  ideal. 
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(iii)  Government  as  an  Insurer  of  Last  Resort 

In  Pesando's  view,  the  federal  government  has  no  practical  alterna- 
tive but  ultimately  to  get  involved  in  underwriting  the  inflation  risk 
for  the  pensioners.  He  notes  that  the  CPP  and  OAS  plans  are  both  fully 
indexed  and  underwritten  by  the  taxing  powers  of  government.  Thus, 
there  are  three  critical  points  in  his  plan: 

1.  Sponsors  of  defined  benefit  plans  must  purchase  a  requisite  annuity 
from  an  insurance  company  v^ich  yields  a  real  rate  of  interest  in 
order  to  provide  a  real  benefit. 

2.  The  federal  government  could  underwrite  the  risk  associated  with 
unanticipated  inflation,  as  long  as  any  error  made  in  the  forecast- 
ing of  this  inflation  would  tend  to  equalize  out  to  zero  over  some 
period  of  time.  The  life  insurance  company  would  have  to  pay  the 
government  a  premium  for  this  insurance  service. 

3.  Tha  annuity  could  be  issued  directly  by  the  government  or  indi- 
rectly by  private  insurance  companies  or  the  firms  themselves  v*iich 
in  turn  would  have  the  government  underwrite  the  risk. 

While  v/e  doubt  that  purchasing  power  bonds  are  the  ideal  instrument 
for  overcoTiing  the  inflation- induced  losses  to  pension  plans,  we  also 
have  qualms  over  the  insurance  scheme  approach.  Our  qualms  are  related 
to  the  practical  limitations  of  the  plan.  It  should  be  recalled  that 
the  essence  of  the  scheme  is  that  the  government  functions  as  an  insur- 
ance agency  for  life  insurance  ooirpanies  v^ich  in  turn  provide  pension 
funds  with  annuities  generating  a  real  benefit  level.  In  effect,  the 
scheme  is  concerned  only  with  retirement  income  and  guaranteeing  that 
the  real  return  during  the  retirement  years  on  the  investment  pool  built 
up  during  tlie  pre-retirement  period  wDuld  be  adequate  to  provide  for  a 
fully  indexed  pension. 

"In  particular,  the  federal  government  could  sell  insurance  (for 
example)  to  life  insurance  companies  which  would  enable  them  to 
sell  fully  indexed  annuities.  In  effect,  the  government  would 
underwrite  the  risks  associated  with  the  possibility  that  the  sub- 
sequent rate  of  inflation  would  diverge  from  its  expected  path,  or 
7  per  cent  in  the  above  example."  (Pesando,  page  16) 

Under  the  insurance  scheme  the  pace  of  future  inflation  would  be 
calculated  frcxn  the  current  nominal  yield  of  long-term  bonds.  Thus  if 
long-term  government  securities  currently  were  yielding  10  per  cent,  and 
3  per  cent  were  the  estiiieted  long-term  real  rate  of  return  to  such  se- 
curities, then  7  per  cent  presumably  would  be  the  expected  long-term 
rate  of  inflation.  If  the  inflation  rate  actually  exceeded  7  per  cent, 
then  it  wDuld  be  necessary  for  the  insurance  fund  to  transfer  funds  to 
the  insurance  companies  v^^ich  issued  the  annuities  to  the  pension  fund. 
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As  Pesando  notes  in  his  paper,  the  insurance  fund  would  operate 
syniiT>etrically,  transferring  funds  to  plans  when  inflation  (and  yields) 
were  rising,  receiving  funds  from  plans  when  inflation  (and  yields)  were 
moderating.  For  governments  to  net  out  neither  a  winner  nor  loser,  the 
rate  of  inflation  would  have  to  have  a  meaningful  average  over  some 
period  of  time;  or  stated  in  another  way,  as  long  as  inflation  forecasts 
were  on  average  correct.  If  forecasts  were  on  average  correct,  the 
funds  would  remain  on  average  relatively  stable  in  size,  and  in  turn 
government's  involvement  would  simply  be  mechanical  rather  than  fiscal. 

iv)     Analysis 

1.  In  the  purchasing  bond  case  only  part  of  the  portfolio  would  be 
affected  by  the  scheme.  Under  the  insurance  scheme,  that  part  of 
the  portfolio  v^ich  was  transferred  to  the  insurance  company  on 
which  inflation  gains  (or  losses)  would  be  calculated  would  be 
affected.  Thus  the  potential  inpact  of  the  insurance  fund  scheme, 
if  restricted  to  insurance  companies  only,  is  indeterminate  without 
knowledge  of  such  variables  as  the  proportion  of  assets  converted 
into  annuities  offered  by  the  insurance  companies  and  the  demo- 
graphic composition  of  the  private  sector  work  force. 

2.  A  real  risk  in  this  scheme  is  the  potential  for  the  insurance  fund 
to  not  calculate  properly  its  own  actuarial  risk.  There  would  be, 
indeed,  the  possibility  of  severe  drains  on  the  national  treasury 
if  inflation  acceleration  were  the  course  for  a  long  period  of 
time.  Or  stated  another  way,  if  there  were  a  permanent  increase  in 
the  average  level  of  inflation,  this  oould  cause  significant  prob- 
lems, since  the  government  would  end  tp  in  a  deficit  position  with 
regards  to  fulfilling  its  obligations. 

3.  Calculating  tlie  inflationary  expectations  figure  from  the  yield 
curve  is  not  as  straightforward  as  economic  principles  suggest.  No 
doubt  the  assumption  of  a  fixed  real  rate  of  return  would  be 
adopted  in  such  calculations,  though  of  course,  there  is  no  reason 
why  real  rates  of  return  to  government  securities  should  be  fixed. 

To  provide  an  example  of  v^ere  big  transfers  could  occur  from  the 
fund  to  the  insurance  company,  consider  the  following.  In  1974 
long-term  government  securities  were  yielding  8.87  per  cent  while 
the  actual  recorded  rate  of  inflation  was  10.9  per  cent.  If  a 
fixed  real  yield  was  assumed  to  be  3  per  cent,  then  the  expected 
rate  of  inflation  at  that  time  for  the  time  horizon  into  the  future 
would  have  been  5.5  per  cent.  In  fact,  the  rate  of  inflation  in 
1976  was  easily  double  that  expectation,  and  in  1977  was  consider- 
ably in  excess  of  the  presumed  5.5  per  cent  rate.  Granted  this 
problem  could  be  minimized  over  a  long  enough  period  of  time,  but 
the  short-run  implications  could  still  be  very  severe. 
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4.  An  associated  part  of  the  above  concern  is  that  relative  spreads 
between  security  yields  alter,  depending  upon  market  conditions. 
These  interest  rate  spread  changes  might  be  picked  up  in  a  calcu- 
lation as  a  shift  in  the  inflation  expectation  components  of  the 
yield  structures. 

5.  The  insurance  scheme  does  not  deal  with  the  existing  problem  of 
experience  deficiencies  and  unfunded  liabilities.  Unless  the  in- 
surance scheme  were  extended  to  the  total  pension  pool  of  assets, 
this  problem  would  still  exist,  particularly  during  periods  of  ris- 
ing inflation  rates. 

6.  The  insurance  plan  does  not  provide  a  direct  incentive  for  negoti- 
ating or  unilaterally  introducing  post-retirement  indexing,  albeit 
it  does  provide  a  vehicle  for  making  indexing  somewhat  less  risky. 
Employees  might  prefer  to  adjust  to  unexpected  or  unanticipated 
changes  in  the  rate  of  inflation  on  their  own  rather  than  be  com- 
pelled to  do  so  through  the  medium  of  enployer-sponsored  plans. 

7.  EVen  if  the  rate  of  inflation  did  fluctuate  over  time  around  a 
single  value  rather  than  fluctuate  but  increase  from  one  level  to 
another,  long-run  inflation  expectations  would  change  from  year  to 
year  in  response  to  the  annual  movements  in  actual  rates  of  infla- 
tion. Hence  the  guaranteed  rate  of  escalation  built  into  the  annu- 
ities would  fluctuate  from  year  to  year  so  that  the  administration 
of  the  insurance  fund  WDuld  become  increasingly  complex  over  time. 
Thus,  a  peculiar  situation  oould  arise  in  any  given  year  with  some 
life  insurance  companies  paying  into  the  fund  and  others  receiving 
from  it. 

8.  The  prevailing  rate  of  inflation  during  the  retirement  years  would 
have  to  be  correctly  assumed  in  order  to  establish  contribution 
rates  that  would  generate  an  adequate  fund  to  purchase  the  desired 
real  value  annuity.  Moreover,  the  pension  fund  would  have  to  earn 
the  real  rate  of  return  implicit  in  the  host  of  actuarial  assump- 
tions underlying  tlie  structure  of  the  fund.  The  insurance  scheme 
does  nothing  to  deal  with  the  problems  that  might  arise  at  these 
stages. 

9.  It  is  hard  to  assess  the  relative  winners  or  losers  in  terms  of 
income  distribution  impacts.  This  scheme  is  designed,  in  princi- 
ple, not  to  alter  the  federal  government  budget  position.  If  that 
were  the  case,  the  pension  fund  participants,  employers,  employees, 
and  pensioners  could  be  in  an  improved  relative  position  over  the 
longer  run,  depending  upon  insurance  premium  rates,  and  how  they 
were  shared.  If  this  scheme  were  in  place  and  there  were  a  high, 
unexpected  increase  in  inflation,  then  the  ultimate  increase  in  the 
federal  government  budget  oould  have  an  effect  depending  upon  the 
financing  of  the  fund  transfers  from  the  government  via  the  insur- 
ance industry  to  the  pensioners. 


116 


It  should  be  recalled  that  if  the  transfers  were  financed  by  higher 
federal  taxes,  the  cost  would  be  borne  in  a  very  slightly  progres- 
sive manner  across  income  groups.  If  the  transfers  were  financed 
by  government  expenditure  reductions,  then  alternatively,  the  oosts 
would  be  borne  in  a  fairly  regressive  fashion  across  income  groups. 
If  the  transfers  were  financed  by  a  higher  federal  government 
deficit,  that  is,  if  the  transfer  funds  were  in  turn  borrowed  in 
the  market-place,  then  the  incidence  effects  would  be  clouded 
extraordinarily. 

c)  The  Excess  Interest  Proposal 

In  order  to  determine  pension  contributions,  either  for  the  em- 
ployer alone  or  for  employees  and  employers  combined,  it  is  necessary  to 
create  a  fund  that  will  be  adequate  to  purchase  the  annuity  promised  to 
the  employee.  In  this  regard  assumptions  are  made  concerning  price  and 
wage  inflation  and  the  interest  earnings  appropriate  to  the  investment 
vehicles  of  the  plan.  It  is  possible,  as  rates  of  inflation  and  nominal 
yields  change  over  time,  that  the  actual  earnings  of  the  plan  may  exceed 
the  assumed  earnings.  Thus,  it  has  been  argued  tliat  v^en  excess  inter- 
est is  earned,  the  excess  earnings  should  be  used  to  index  to  whatever 
degree  possible  the  pensions  of  former  employees  who  are  currently  re- 
tired and  receiving  pension  benefits  from  the  company.  It  should  be 
pointed  out  that  the  extent  of  the  indexing  of  existing  pensions  would 
be  strictly  a  function  of  the  level  of  excess  earnings.  There  would  be 
no  guarantee  from  year  to  year  that  indexing  would  be  continued  and  as 
well  that  tliere  would  be  full  indexing  in  any  given  year.  To  some  ex- 
tent this  plan  is  an  offshoot  of  the  ad  hoc  indexing  provisions  already 
practised  by  many  imjor  employer-sponsored  pension  plans. 

(i)  Analysis 

1.  The  short-term  excess  interest  rates  earned  by  a  fund  oould  be  used 
to  reduce  the  contributions  by  employers  or  employees  to  the  fund 
or  to  improve  the  benefits  to  present  employees  rather  than  to 
index  the  pensions  of  past  employees.  Obviously,  some  combination 
of  the  three  options  oould  result,  for  if  existing  pensions  were 
indexed,  there  would  likely  be  demands  by  current  employees  to  have 
their  pension  benefits  improved  as  well.  Alternatively,  current 
employees  oould  demand  to  have  their  current  contributions  reduced 
without  any  commensurate  improvement  in  their  pension  benefits. 

2.  This  scheme  does  little  to  deal  with  the  problems  that  may  be  faced 
by  low  wage  workers  or  low  income  pension  recipients  and  it  ignores 
entirely  tlie  possibility  of  setting  up  incentives  for  adjustments 
to  inflation  to  be  undertaken  at  the   individual  tier. 

3.  The  excess  interest  earned  may  be  inadequate  for  full  indexing, 
particularly  during  periods  of  rising  inflation  rates,  if  nominal 
interest  rates  do  not  adjust  fully  or  rapidly  to  changes  in  infla- 
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tion  rates  and  the  returns  earned  by  private  pension  funds  do  not 
adjust  rapidly  and  fully  to  nominal  interest  rates. 

d)  Ad  Hoc  Adjustments 

To  a  large  extent  the  private  plans  which  adjust  benefits  in  an  ad 
hoc  manner  are  applying  the  excess  interest  proposal.  At  present  many 
employers  periodically  improve  the  pension  benefits  provided  to  former 
eiiployees.  This  reflects  in  part  the  social  contract  nature  of  the  pen- 
sion plan  and  to  some  degree  as  well  the  improved  earnings  of  the  plan, 
because  of  either  good  nanagement  or  higher  nominal  yields  resulting 
from  higher  rates  of  inflation. 

(i)  Analysis 

1.  We  do  not  have  any  fundamental  disagreement  with  the  existing  ad 
hoc  indexing  schemes.  Even  though  they  do  not  meet  the  full  de- 
mands for  indexing  and  there  is  no  guarantee  that  there  will  be  any 
indexing  from  year  to  year,  such  schemes  can  be  integrated  with 
others  that  provide  greater  incentives  to  individuals  to  plan  for 
retirement. 

e)  The  Federal  Government  Accepting  a  Role  as  Lender  of  Last  Resort  to 
Employer-Sponsored  Pension  Plans  if  They  Would  Provide  Fully  Indexed 
Benefits 

This  scheme  is  in  effect  a  modification  of  an  insurance  program  of 
private  enployer-sponsored  plans,  but  the  focus  would  be  en  the  unfunded 
liabilities  and  their  implication  for  post-retirement  indexing  of 
benefits. 

Under  tliis  framework,   the  government  would: 

1.  Provide  an  incentive  to  private  pension  plans  to  offer  fully  in- 
dexed benefits  by  making  borrowed  funds  available  to  the  plans 
during  rapid  inflation  escalation  periods. 

2.  Tighten  the  regulation  of  employer-sponsored  indexed  benefit  plans 
in  such  a  way  as  to  force  them  to  deal  with  their  unfunded  pension 
liabilities  more  rapidly  than  at  present. 

For  example,  funds  that  were  in  a  serious  deficit  position  with 
regard  to  tlieir  future  expected  liabilities  as  a  result  of  indexing 
post-retirement  benefits  would  be  required  to  fund  these  additional 
liabilities  within  three  to  five  years,  possibly  by  borrowing  tempo- 
rarily from  tlie  central  authority  an  amount  necessary  to  cover  part  of 
these  unfunded  liabilities.  The  rate  of  interest  charged  on  such  bor- 
rowings could  be  in  line  with  the  prime  rate. 
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Ttie  plan  v>ould  place  a  ceiling  on  the  borrowed  funds  available  - 
and  in  essence  wDuld  force  the  pension  plans  to  adjust  their  contribu- 
tion rates  to  renove  any  systematic  and  long-term  problems.  It  is  con- 
ceivable that  pension  funds  oould  exhaust  their  borrowing  limits,  and 
might  then  be  required  to  seek  out  outside  sources  of  funds  to  cover  any 
deficits  calculated  at  that  time.  Such  borrowed  funds  would  have  to  be 
repaid  within  a  three  to  five  year  limit.  "Iliose  funds  whose  performance 
was  above  the  market,  and  which  did  not  incur  unfunded  liabilities,  ob- 
viously wDuld  not  require  any  recourse  to  the  lending  authorities. 

The  main  purpose  of  this  scheme  is  to  apply  pressures  upon  em- 
ployers and  enployees  to  introduce  more  flexibility  into  either  contri- 
bution rates,  benefit  rates,  or  both,  in  view  of  the  changing  inflation 
climates;  in  effect,  to  force  employees  to  directly  recognize  their  re- 
sponsibility in  managing  for  their  retirement  income.  If  indeed  higher 
unfunded  liabilities  resulted,  it  should  be  recognized  that  the  sharing 
of  the  liabilities  is  a  joint  responsibility  subject  to  negotiation 
h)etween  enployees  and  employers.  Since  the  pension  benefits  are  at 
least  in  part  a  form  of  deferred  wage,  it  is  imperative  that  employers 
and  enployees  negotiate  any  shortcomings  in  existing  plans  and  decide 
whether  tradeoffs  should  be  made  between  current  wage  increases  and 
future  income. 

(i)  Analysis 

1.  This  program,  however,  would  not  in  itself  guarantee  that  collec- 
tive negotiations  would  result  necessarily  in  post-retirement  in- 
dexing of  benefit  payments.  Nevertheless,  we  suggest  that  it  is 
worthwhile  to  highlight  the  fact  that  errors  are  made  in  calcula- 
tions which  nay  require  either  changes  in  negotiated  contribution 
rates  or  changes  in  benefit  levels.  Indeed,  by  highlighting  these 
facts  there  may  be  furtlier  recognition  that  post-retirement  indexed 
pensions  are  also  an  area  for  negotiation  between  employers  and 
enployees . 

2.  As  we  have  suggested  earlier,  the  existence  of  unfunded  liabilities 
in  itself  might  not  be  necessarily  a  negative  factor,  if  employers 
use  the  funds  they  oould  otherwise  have  contributed  to  the  pension 
plan  for  physical  rather  than  financial  investments  in  order  to 
earn  a  higher  rate  of  return. 

3.  Itiis  scheme  does  little  to  deal  with  the  problems  faced  by  past  em- 
ployees v\^o  are  receiving  fixed  dollar  pension  benefits.  Moreover, 
this  proposal  is  attempting  to  force  the  resolution  of  the  indexing 
of  post-retirement  pensions  onto  the  second  tier  employer-sponsored 
plans . 
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f )  The  Inflation  Tax  Credit  Plan 

The  federal  government  would  accept  the  indexing  cost  of  self- 
administered  plans  and  employer-sponsored  plans,  but  only  tp  to  a  maxi- 
mum limit  under  the  inflation  tax  credit  scheme. 

All  persons  aged  68  or  over  would  be  entitled  to  claim  a  tax  credit 
to  offset  the  effects  of  inflation  an  a  protected  band  of  income,  say, 
twice  the  floor  now  provided  by  government  programs,  OAS,  CIS,  and  CPP, 
which  are  currently  fully  indexed.  The  amount  of  the  credit  could  be 
based  on  the  inflation  rate  during  the  taxation  year  in  v*iich  the  credit 
was  claimed.  The  income  offered  inflation  protection  would  include  all 
sources  other  than  rental  income  or  earnings  from  employment  with  a  view 
that  tiiose  who  had  saved  for  retirement  would  retain  the  incentive  for 
saving  since  they  would  be  protected  to  some  extent  from  inflation  or 
income  beyond  that  received  from  government  progran\s. 

The  inflation  tax  credit  would  be  based  on  a  cumulative  inflation 
rate  for  each  year  after  age  68.  In  this  way  protection  would  be  on  a 
universal  basis  and  not  just  for  tliose  in  pension  plans  v^ich  nay  be  in- 
dexed or  increased  by  ad  hoc  payments  from  time  to  time.  Government 
programs  would  continue  to  be  indexed  as  before. 

(i)  Analysis 

1.  A  key  ingredient  in  this  plan,  aside  from  tlie  manner  in  which  the 
federal  government  assumes  a  responsibility  for  minimum  real  in- 
comes for  the  aged,  is  the  potential  impact  on  the  federal  govern- 
ment budget.  Aside  from  the  worthwhile  potential  income  distribu- 
tion effects  stemming  from  the  proposal  itself,  there  is  an  extra 
income  distribution  effect  that  would  result  from  the  increase  in 
government  outlays. 

As  we  noted  in  an  earlier  section,  changes  in  tax  revenues  or  ex- 
penditures have  rather  different  income  distribution  effects.  Thus 
the  federal  revenue  system  tends  to  be  mildly  progressive  with 
respect  to  income,  though  federal  government  expenditures  are  very 
progressive  in  terms  of  their  income  impact.  The  secondary  effect 
depends  on  v/hether  the  budget  deficit  is  increased  or  decreased, 
and  the  financial  effects  en  revenues  or  expenditures  stemming  from 
this. 

2.  A  positive  side  to  this  proposal  is  that  it  explicitly  recognizes 
that  the  government's  role  in  the  pension  field  is  to  ensure  that 
there  is  a  minimum  pension  in  real  terms  available  to  all  indivi- 
duals upon  retirement.  Additionally,  it  recognizes  that  private 
pension  benefits  are  only  part  of  the  stream  of  total  earnings 
available  to  pension  recipients.  The  federal  government  currently 
provides  a  minimum  income  level  via  its  Q?\S  and  GIS  payments  -  and 
both  social  security  transfers  are  presently  fully  indexed.   If 
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pension-age  individuals  have  worked,  they  also  earn  a  pension  on 
their  CPP/QPP  contributions;  once  again  the  benefits  are  fully 
indexed  for  inflation.  Current  practices  are  designed  so  that  the 
CPP/QPP  share  of  the  minimum  income  requirements  would  rise  over 
tinie. 

3.  The  fact  that  self-administered  plans  will  also  be  provided  with 
the  same  degree  of  index  protection  means  that  the  pensionable 
employee  and  those  under  self-administered  plans  are  treated 
equally. 

g)     Proposals  to  Extend  the  CPP/QPP 

(i)     Cofirentes  + 

The  principal  recommendations  of  tlie  study  were  as  follows:  that 
the  Old  Age  Security  system  be  continued  with  the  same  objectives  and 
structure  as  at  present,  but  that  if  a  guaranteed  minimum  annual  income 
scheme  is  adopted,  it  replace  the  GIS.  The  study  suggested  that  the  QPP 
retirement  benefits  be  increased  by  50  per  cent  up  to  one-half  the  YMPE 
and  25  per  cent  of  the  portion  above  that  up  to  the  YMPE.  In  addition, 
that  the  current  value  of  the  YMPE  should  reach  the  average  industrial 
wage  level  within  a  ten-year  period.  Finally,  the  indexing  formula  for 
both  Q?\S  and  QPP  pension  payments  would  be  continued. 

(ii)     The  O'Connell  Proposal 

In  a  June  1975  study,  Martin  O'Connell,  the  M.P.  for  Scarborough 
East,  recommended  that  the  CPP/QPP  be  phased  up  from  the  maximum  of  25 
per  cent  of  average  industrial  earnings  to  40  per  cent  by  1985  and  50 
per  cent  by  1990.  In  addition,  CftS  payments  would  be  maintained  at  no 
less  than  12  1/2  per  cent  of  average  industrial  earnings,  so  that  com- 
bined payments  under  CPP  and  OAS  would  generate  up  to  62  1/2  per  cent  of 
the  average  industrial  wage  upon  retirement  and  both  payments  would  be 
indexed  fully  for  inflation.  Mr.  O'Connell  also  provided  other  recom- 
mendations with  regard  to  mandatory  membership  in  private  pension  plans, 
earlier  vesting,  and  other  adjustments  in  private  plans  which  are  not  of 
direct  relation  to  the  issue  of   indexing. 

(iii)     The  Cooper  Proposal 

Keith  Cooper,  in  a  paper  presented  to  the  Guelph  Chamber  of  Com- 
merce in  June  of  1978,   stated: 

"An  adequate  retirement  pension  would  be  provided  by  a  pension 
equal  to  75  per  cent  of  final  three-year  average  pay  up  to  the 
Canada  Pension  Plan  ceiling  (the  average  wage  in  the  country),  and 
60  per  cent  of  final  three-year  average  pay  above  the  Canada 
Pension  Plan  ceiling.  These  percentages  include  both  Canada 
Pension  Plan  and  Old  Age  Security  benefits  v^ich  produce  pensions 


121 


of  ^proximately  40  per  cent  of  earnings  up  to  the  average  wage  in 
the  country.  Therefore,  a  private  pension  plan  providing  35  per 
cent  of  final  three-year  average  pay  up  to  the  average  wage  in  the 
country  and  60  per  cent  of  the  average  wages  above  this  level  is 
all  that  is  needed  to  provide  an  adequate  pens  ion ....  In  the  areas 
of  indexing  we  suggested  that  only  that  portion  of  the  pension 
earned  on  income  up  to  the  average  wage  be  indexed.  In  addition, 
we  suggested  tliat  indexing  occur  only  after  inflation  exceeds  two 
per  cent  in  any  year.... Both  CftS  and  CPP  benefits  are  fully  indexed 
and  tliey  represent  40  per  cent  of  average  wages.  We're  only  talk- 
ing about  a  loss  in  purchasing  power  of  two  per  cent  en  the  balance 
of  35  per  cent  of  average  wages." 

Mr.  Cooper's  remarks  on  indexing  pensions  are  consistent  with  the 
life  cycle  model  that  was  set  out  in  Section  5  and  would  be  supported  by 
us;  namely,  that  "indexing  pensions  earned  on  wages  above  the  average 
Canadian  wage.. .  .should  be  the  concern  of  the  individual ...  .What  is 
needed  is  for  government  to  foster  a  mDre  attractive  climate  for  higher 
paid  individuals  to  defer  income  in  order  to  be  able  to  apply  such 
savings  to  offset  the  loss  in  purchasing  power  of  that  portion  of  the 
retirement  pensions  earned  above  the  average  Canadian  wage." 

(iv)     Analysis 

There  is  a  strong  similarity  among  the  three  sets  of  proposals.  It 
is  hard  to  quarrel  with  Cooper's  suggestions  as  to  what  comprises  an 
adequate  retirement  pension.  However,  one  could  argue  that,  at  a  mini- 
mum, an  adequate  retirement  pension  should  be  equal  to  75  per  cent  of 
the  final  three-year  average  pay,  up  to  the  average  wage  in  the  country 
-  that  is,  75  per  cent  of  a  three-year  average  of  the  average  industrial 
wage  in  Canada.  If  tliis,  then,  is  the  minimum  adequate  retirement  pen- 
sion, it  can  be  achieved  through  the  creation  of  a  guaranteed  annual 
income  program  for  the  elderly  v^^ich  wDuld  basically  incorporate  and  ex- 
pand the  QAS/GIS  system  and  minimize  the  role  of  the  CPP/QPP  plans.  Or, 
a  similar  objective  could  be  achieved  by  expanding  OAS/GIS,  CPP,  and  QPP 
along  the  lines  recommended  in  the  Cofirentes  +  and  O'Connell  studies. 

With  regard  to  indexing,  we  differ  slightly  with  Cooper's  proposal 
that  it  only  occur  for  inflation  rates  in  excess  of  2  per  cent  per  year. 
As  we  noted  in  Section  4,  even  with  full  indexing  of  retirement  pension 
benefits,  in  relative  terms,  the  elderly  fall  behind  wages  earners  and 
other  income  recipients  in  the  economy.  (20)  They  do  not  gain  from  the 
productivity  improvements  in  their  retirement  years,  which  suggests 
that,  to  the  extent  that  private  pension  benefits  represent  part  of  the 
minimum  adequate  level,  private  pension  benefits  should  be  fully 
indexed . 

The  main  beneficiaries  in  terms  of  income  distribution,  because  of 
the  full  indexation  of  CAS/GIS,  CPP,  and  QPP,  appear  to  be  retired  work- 
ers v\^o  were  low  income  wage  earners.     In  irany  cases,   they  are   not   cov- 
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ered  currently  by  private  pension  plans.  Our  analysis  and  conclusions 
are  consistent  with  some  aspects  of  Cooper's  proposal  that  indexing  of 
employer-sponsored  plans  should  remain  primarily  a  responsibility  of  the 
participants.  Indeed,  we  suggested  a  plan  whereby  the  federal  govern- 
ment would  provide  an  incentive  for  full  indexation  of  private  benefits 
-  the  incentive  to  stem  from  the  creation  of  a  lending  authority  to 
finance  the  plans  during  difficult  inflation  periods. 

One  last  element  in  Mr.  Cooper's  plan  was  the  proposal  to  provide 
additional  incentives  to  private  savings.  If  this  were  adopted,  it 
would  enable  individuals  to  adjust  their  own  savings  decision  more 
rapidly  to  unexpected  and  unanticipated  changes  in  inflation  rates. 

We  recognize  the  fact  that  further  tax  incentives  for  savings  along 
the  line  of  expanding  RRSPs  would  tend  to  result  in  some  net  benefits  to 
middle  and  upper  income  recipients  and  could  possibly  result  in  a  redis- 
tribution away  fran  low  income  recipients.  Any  possible  adverse  redis- 
tribution of  income  tliat  could  arise  would  not  likely  be  any  worse  than 
the  redistribution  that  would  arise  under  the  various  other  schemes  that 
have  been  proposed  -  other  than  those  in  this  last  section. 

Expanding  CPP/QPP  coverage  would  necessitate  increases  in  the 
contribution  rates  and  would  place  the  financing  burden  directly  on 
those  \A\o  should  face  tp  to  tlie  retirement  decision,  namely,  the  indivi- 
duals involved.  Further,  it  would  relieve  some  pressures  on  employer- 
sponsored  pension  plans  to  undertake  ad  hoc  indexing  for  current  retired 
employees  or  for  future  retired  employees.  The  employer-sponsored  pen- 
sion plans  would,  in  effect,  have  to  fill  a  smaller  vacuum  in  the  over- 
all pension  picture.  Further,  such  a  scheme  would  assist  those  in  low 
wage  jobs  at  tlie  bottom  end  of  the  income  spectrum. 

Expansion  of  the  Canada  Pension  Plan  could  also  be  associated  with 
variable  contribution  rates.  Indeed  it  might  be  possible  to  make  con- 
tribution rates  variable  over  time  with  rates  of  inflation,  as  well  as 
variable  over  an  individual's  lifetime  to  take  into  account  the  life- 
cycle  savings  interests.  In  this  way,  then,  there  would  be  fewer 
pressures  on  younger  families  and  individuals  to  save  or  contribute  to 
pension  plans  during  their  earlier  years.  They  would  contribute  more  in 
their  later  years  v^en  they  could  better  afford  to  do  so. 

h)  Summary 

Clearly  there  are  many  alternatives  to  consider  in  terms  of  design- 
ing mechanisms  to  protect  the  incoraes  of  the  retired  in  Canada.  These 
plans,  or  variants  of  plans,  often  are  associated  with  other  issues 
which  deal  with  subjects  external  to  the  indexing  of  private  employment 
pension  benefits.  Among  these  otlier  issues  are  such  subjects  as: 

1.  the  minimum  acceptable  level  of  retirement  income  (usually  stated 
in  terms  of  a  percentage  of  the  current  average  industrial  wage); 
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2.  the  desired  mix  between  social  security  pensions  (OAS,  GIS,  and 
CPP/QPP) ,  private  employment  pensions,  and  private  savings; 

3.  the  concern  over  the  fact  that  the  government  indexes  the  incomes 
of  public  servants,  \^tlile  private  employers  feel  they  cannot  match 
the  indexing  provisions. 

Clouding  the  whole  question  of  indexing  of  private  post-retirement 
benefits  are  the  associated  financing  difficulties  for  private  employ- 
ment plans  which  can  be  directly  attributed  to  rising  inflation,  and  tlie 
reality  that  it  is  very  difficult  to  discuss,  in  other  tlian  very  general 
terms,  the  income  distribution  effects  of  many  of  these  measures. 

In  this  study  we  reviewed  a  number  of  proposals,  among  them  the 
government  purchasing  power  bond  scheme  and  the  government  insurance 
related  scheme  -  the  latter  plan  in  particular  was  proposed  by  Professor 
James  Pesando.  As  well,  we  considered  present  practices  v;hich  result  in 
ad  hoc  indexing  of  post-retirement  incomes  financed  by  tlie  apparent  ex- 
cess interest  earnings  to  plans  resulting  frcsa  inflation-induced  higher 
interest  rates.  In  this  regard  the  authors  suggested  a  plan  v\^ich  would 
have  the  federal  govemroent  stand  by  as  a  lender  of  last  resort  to  the 
private  pension  plans  if  the  participants  would  negotiate  full  indexa- 
tion of  post-retirement  benefits.  We  also  reviewed  an  inflation  tax 
credit  plan,  and  as  well  considered  a  series  of  proposals  to  increase 
the  coverage  of  tlie  CPP/QPP.  The  last  series  of  plans  as  well  as  the 
inflation  tax  credit  plan  take  a  very  comprehensive  approach  to  the  en- 
tire pension  system  in  Canada. 

Our  conclusions,  based  on  a  review  of  these  various  alternatives, 
are  that  we  tend  to  favour  some  combination  of  expansion  of  tlie  CPP 
coverage  and  extension  of  tax  deductions  for  private  contributions  to 
pension  plans  (along  the  lines  of  RRSPs).  We  also  feel  that  if  the 
government  were  to  get  involved  to  compensate  (or  insure)  for  unexpected 
increases  in  the  pace  of  inflation  for  the  private  plans ,  its  involve- 
ment should  be  as  equitable  and  as  universal  as  possible.  In  our  view, 
the  labour-management  participants  should  be  encouraged  to  negotiate 
full  indexation  of  post-retirement  benefits. 

We  argued  that  tlie  various  insurance  related  schemes ,  or  the  pur- 
chasing power  bond  plan,  v^^re  either  possibly  too  risky  for  the  federal 
budget,  or  possibly  even  unworkable.  The  inflation  tax  credit  proposal 
uses  federal  tax  dollars  to  provide  inflation  indexing  on  private  bene- 
fits for  persons  68  years  of  age  or  older,  but  still  provides  an  incen- 
tive for  employees  and  firms  to  negotiate  separately  an  indexing  option 
for  retirement.  There  is  a  gap  in  the  total  expenditure  depending  upon 
the  degree  to  which  retirement  savings  increased  in  value  with  general 
inflation  and  the  limit  of  the  income  protection.  As  we  noted  earlier, 
the  proposal  has  the  advantage  of  providing  more  real  certainty  to  pen- 
sioners, providing  a  continuing  incentive  to  save  for  retirement,  and 
being  somewhat  universal  in  approach.  A  concern  with  this  scheme,  or 
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indeed  any  other  scheme  which  ultimately  falls  back  on  the  federal  gov- 
ernment, is  that  it  is  difficult  to  anticipate  the  federal  government 
budgetary  implications  fran  tliis  proposal. 

In  our  view,  any  changes  to  the  existing  status  should  involve 
individuals  directly  so  that  they  realize  that  they  have  to  alter  their 
savings-expenditure  plans  to  take  into  account  possibilities  of  unex- 
pected changes  in  the  rate  of  inflation.  It  is  the  individual  who 
should  make  decisions  on  \^ether  he  desires  higher  indexed  benefits  in 
retirement  years  at  the  expense  of  lower  current   income  or  vice  versa. 


125 


NOTES 

( 1 )  An  idea  of  some  of  the  parameters  involved  in  a  cost  sharing 
process  can  be  gleaned  from  the  following  rough  calculations.   In 
1976,  direct  labour  costs  in  Canada's  manufacturing  industries 
represented  about  23  per  cent  of  the  value  of  their  shipments.   In 
firms  with  private  plans  in  effect,  employer  contributions 
typically  range  between  4  and  6  per  cent  of  total  labour 
compensation.   If  firms  with  such  plans  faced  a  doubling  in  the 
cost  of  their  private  pension  contributions  due  to  mandatory 
post-retirement  indexing,  this  would  result  in  an  increase  in 
their  total  labour  compensation  payments  equal  to  about  1  per  cent 
of  their  sales  revenues.   If  profit  margins  (the  ratio  of  pre-tax 
corporate  profits  to  sales)  averaged  9  per  cent,  the  doubling  of 
employer  pension  costs  -  with  no  other  changes  -  would  result  in 
about  a  13  per  cent  reduction  in  the  total  stock  of  corporate 
profits  in  the  companies  with  private  pension  schemes  in 
operation.   Of  course,  it  does  not  necessarily  follow  that  the 
full  cost  of  indexation  would,  or  should,  be  borne  only  by  the 
firms.   Costs  could  be  shared  with  governments  or  the  employees. 
Moreover,  firms  would,  no  doubt,  pass  on  through  higher  prices 
some  of  their  increased  labour  costs  due  to  indexation  of 
benefits. 

(2)  There  has  always  been  confusion  in  the  economic  literature 
concerning  the  real  time  dimensions  of  the  short  run  and  long  run. 
The  view  on  the  long  run  tends  to  range  from  the  Marshallian  "day" 
-  the  period  of  time  it  takes  fixed  factors  of  production  to 
become  variable  -  to  the  Keynesian  version  that  in  the  long  run  we 
are  all  dead.   We  tend  to  be  somewhat  sympathetic  to  Friedman's 
claim  that  the  short-run  adjustment  may  take  up  to  several 
decades. 

(3)  Non-uniform  inflation  movements  for  different  commodities  or 
services  are  consistent  with  a  market  system  playing  its  accepted 
resource  allocation  role.   That  is,  non-uniform  price  increases 
are  simply  changes  in  relative  prices  and  can  be  a  function  of 
underlying  changes  in  the  supply-demand  balance. 

(4)  In  the  natural  rate  model  the  rate  of  inflation  is  proportional  to 
the  rate  of  growth  in  the  money  supply.   For  the  government  to 
move  the  unemployment  rate  below  the  natural  rate  and  keep  it 
there  requires  not  only  an  increase  in  growth  rate  of  the  money 
supply,  but  an  ever  increasing  rate  of  growth.   When  the  central 
bank  stops  accelerating  the  growth  of  the  money  supply  the 
unemployment  rate  will  rise  towards  the  natural  level.   However, 
at  this  stage  the  growth  rate  of  the  money  supply  will  be  greater 
than  the  rate  of  growth  prior  to  the  government's  effort  to  reduce 
the  unemployment  rate.   Hence,  the  corresponding  rate  of  inflation 
will  also  be  greater  even  though  the  unemployment  rate  returns  to 
its  natural  rate. 
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(5)  For  this  reason  we  would  not  support  the  need  to  construct  a 
separate  consumer  price  index  for  individuals  65  years  of  age  and 
over.   If,  as  the  Statistics  Canada  calculations  demonstrate, 
there  is  little  difference  in  the  resulting  rates  of  inflation 
over  a  four-year  period,  a  period  during  which  there  was  a  sharp 
increase  in  the  rates  of  inflation  in  Canada  for  the  offical 
target  group  and  low  income  families,  we  do  not  believe  that  there 
would  be  any  considerable  difference  in  the  rates  of  inflation  as 
measured  by  a  separate  consumer  price  index  for  the  retired 
population  and  for  the  official  target  group  of  the  consumer  price 
index. 

(6)  For  that  matter,  a  fixed  weight  price  series  has  limited  value  in 
terms  of  judging  the  total  budget  impact  of  general  inflation, 
since  it  does  not  capture  substitution  responses  to  generalized 
inflation. 

(7)  See  Pesando  and  Rea  (1977),  Chapter  3. 

(8)  For  further  illustration,  see  Pesando  (1977),  p.  19. 

(9)  This  statement  is  valid  if  debtors  and  creditors  both  have  the 
same  marginal  tax  rate  on  average  and  the  nominal  interest  rate 
has  fully  adjusted  for  the  marginal  tax  rate  as  well. 

(10)  Indexation  definitely  speeds  up  the  adjustment  to  altered  paces  of 
inflation.   Indeed,  the  escalation  clauses  in  negotiated  labour 
contracts  are  there  to  ensure  that  labour  will  not  be  surprised  by 
a  rapid  rate  of  unexpected  inflation. 

(11)  As  Pesando  and  Rea  note  under  the  Pension  Benefits  Act,  "Employer 
liabilities  with  regard  to  private  pension  plans  are  divided  into 
three  categories:   (1)  current  service  costs,  which  must  be  fully 
funded  on  a  yearly  basis;  (2)  initial  unfunded  liabilities  arising 
from  the  establishment  of  a  new  plan  or  an  amendment  of  an 
existing  plan,  which  must  be  amortized  over  a  fifteen-year  period; 
and  (3)  experience  deficiencies  which  refer  to  any  deficit 
determined  at  the  time  of  review  of  a  plan  due  to  factors  other 
than  (i)  any  initial  unfunded  liability,  or  (ii)  the  failure  of  an 
employer  to  make  any  payment  as  required  by  the  terms  of  the  plan, 
the  Pension  Benefits  Act,  or  the  regulations. .. .The  Pension 
Benefit  Act  requires  that  experience  deficiencies  be  amortized 
over  a  five-year  period." 

(12)  See  James  E.  Pesando,  "Sure  We  Can  Afford  Indexed  Pensions" 
Benefits  Canada,  Maclean-Hunter,  Vol.  2,  No.  3,  May-June  1978  and 
Leslie  Barnes,  "The  True  Cost  of  Pension  Indexing,"  Civil  Service 
Review,  September,  1977. 

(13)  Stated  in  another  way,  if  pension  benefits  were  escalated  at  the 
same  rate  that  money  wages  were,  the  pensioner  would  be  in  the 
same  relative  position  as  the  worker.   Over  longer  periods  of  time 
as  wage  gains  exceed  inflation  gains,  both  would  experience  rises 
in  real  wages. 
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(14)  Economists  view  pension  benefits  as  deferred  wages.   This  fact  is 
clear  since  pension  benefits  represent  part  of  the  total 
compensation  package  and  were  negotiated  in  the  collective 
bargaining  arena.   As  we  note  here,  the  "deferred"  component  of 
the  compensation  package  usually  has  no  inflation  protection, 
unlike  current  wage  earnings. 

(15)  In  their  brief  to  a  Commission,  April  28,  1977,  Leslie  W.C.S. 
Barnes,  Robert  A.  Crozier,  and  George  T.  Jackson  voice  the  same 
objection  to  the  Calvert  value  judgment,  but  in  a  harsher  manner. 

"Calvert  would  have  us  believe  that  inflation  does  society  a 
favour  by  placing  unnecessary  luxuries  beyond  the  reach  of 
the  pensioner."  (Page  13) 

(16)  Relatively  fixed  contribution  rates  tend  to  prevail  in  the  real 
world  for  both  the  CPP/QPP  and  the  private  plans. 

(17)  Unquestionably,  if  private  pension  funds  had  access  to  a  real 
purchasing  power  bond,  their  experience  deficiency  problems,  as 
noted  already,  would  be  somewhat  diminished. 

(18)  In  the  final  analysis,  Pesando  favours  his  insurance  scheme 
proposal  over  the  purchasing  power  bond  proposal. 

(19)  Effectively  a  purchasing  power  bond  is  a  short-term  financial 
instrument  and  to  that  degree  the  Government  of  Canada  would  be 
subject  to  liquidity  drains  just  as  it  is  in  the  annual  November 
Canada  Savings  Bond  campaign.   Ottawa  can  handle  these  liquidity 
drains  while  the  same  is  not  true  for  private  firms.   This  is  why 
private  firms  choose  to  hold  a  relatively  small  proportion  of 
their  debt  in  short-term  financial  instruments.   The  1970  and  1974 
financial  crunches  in  North  America  exemplify  the  difficulties 
corporations  can  get  into  when  the  term  of  the  debt  becomes 
unusually  short  in  a  tight  monetary  environment. 

(20)  Ironically,  money  wage  settlements  typically  average  about  two 
percentage  points  higher  than  gains  in  inflation.   Forgoing  full 
private  pension  indexing  can  be  regarded  as  almost  a  double 
"productivity"  loss  for  the  retired  worker. 
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1.      INTRODUCTION:      TOE  EXTONOMIC   POLICY  ENVIRONMENT  IN  THE   1980s 

Decentralization  of  government  economic  activities,  a  general 
desire  for  less  government  involvement  (direct  and  indirect)  in  the 
economy,  and  a  redirection  of  policy  interest  towards  micro-orientation 
(that  is,  towards  specific  regions,  specific  firms,  specific  groups  of 
labour,  specific  consumers)  and  away  from  national  or  global  objectives 
such  as  total  employment,  total  production,  all  are  part  of  a  new  fiscal 
reality  which  came  into  existence  after  the  1974-1975  world  recession. 

One  can  also  observe  that  there  appears  to  be  a  general  drift  in 
the  attention  of  the  national  economic  autliorities  towards  stressing  the 
advantages  of  savings  and  investment.  While  it  is  usually  not  stated 
specifically  that  there  must  be  a  trade-off  between  spending  for  capital 
formation  and  spending  for  oonsunption  purposes,  policy-makers  are  fa- 
vouring the  reduction,  in  a  relative  sense,  of  consumer  spending.  More- 
over, one  detects  a  general  desire  to  reduce  the  government's  regulatory 
role,  since  it  is  felt  that  regulations  are  inefficient  and  add  to  pri- 
vate costs  of  doing  business.  For  exajiple,  it  has  become  oomnonplace  to 
point  out  that  marketing  boards  for  agricultural  products  not  only  re- 
sult in  higher  prices  for  the  consumer,  but  also  have  not  generated 
higher  incomes  for  the  farmer. 

The  general  tenor  of  public  attitudes  and  government  policies  sug- 
gests that  traditional  macro-economic-oriented  measures  v^ich  typically 
were  designed  to  sustain  high  levels  of  errployment  and  production  will 
be  used  far  more  carefully  and  infrequently  in  the  future.  Thus  we  note 
that  the  federal  government  not  only  has  stated  its  desire  to  shrink  the 
rate  of  growth  of  government  spending,  but  also  has  indicated  that  its 
spending  must  rise  at  a  slower  rate  than  the  total  economy,  thus  lower- 
ing the  relative  share  of  the  public  sector  in  the  economy.  The  end  re- 
sult of  this  spending  growth  rule  is  that  the  pursuit  of  nacro-economic 
objectives  using  fiscal  policy  levers  is  somewhat  limited  when  the  ob- 
jective is  to  expand  the  economy.  The  fact  that  governments  have  lim- 
ited tlieir  maximum  rate  of  increase  in  spending  means  that  expansionary 
fiscal  measures  must  come  from  lower  taxes  rather  than  from  higher 
government  spending.  This  places  tax  policy  at  the  centre  when  fiscal 
stimulus  is  the  goal.  Parenthetically,  when  restriction  is  the  goal, 
the  new  government  spending  rule  does  not  bind  fiscal  policy,  as  the 
desired  degree  of  restriction  is  consistent  with  slower  growth  rates  in 
government  spending. 

At  present,  fiscal  policy  is  also  limited  by  the  fact  that  deficits 
are  large  in  absolute  terms  and  historically  high  relative  to  the  size 
of  the  economy.  Thus  fiscal  policy  is  restrictive  at  present  because 
there  are  two  effective  constraints,  a  constraint  on  the  size  of  the 
government  deficit,  and  a  constraint  on  the  rate  of  increase  of  govern- 
ment spending.  Flexibility  of  tax  policies  is  frozen  essentially  by  tlie 
former  constraint. 
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On  the  other  side  of  the  oDin,  the  use  of  monetary  policy  is  also 
restricted.  The  Bank  of  Canada  has  adopted  a  rule  of  behaviour  to  grad- 
ually moderate  the  rate  of  growth  of  the  money  stock  (Ml  definition) 
frcxn  tlie  high  rates  of  increase  of  recent  years.  Since  1975  this  goal 
has  been  followed  fairly  rigidly  and  has  resulted  in  conflicts  over 
goals.  When  a  more  expansive  policy  is  required,  which  could  be  in- 
terpreted to  rtean  a  faster  rate  of  growth  in  the  money  stock  than  the 
target  rate,  there  is  some  limitation  in  the  degree  to  which  monetary 
policy  can  pursue  the  expansive  goal.  It  should  he  noted  that  other 
industrial  countries  have  adopted  rather  similar  game  plans  for  monetary 
and  fiscal  measures,  though  there  are  some  variations.  In  the  United 
States,  for  exanple,  the  money  supply  targeting  process  began  even  ear- 
lier, though  they  are  more  flexible  on  the  subject  of  a  fiscal  rule. 
Exchange  rate  policy  in  the  United  States  has  not  been  a  nejor  preoccu- 
pation of  the  economic  authorities,  but  exchange  rate  concerns  have 
always  played  an  important  role  in  Canadian  economic  policy-making  con- 
straining central  bank  freedom  vis-a-vis  its  impact  on  the  domestic 
econony.  In  view  of  the  fact  that  the  exchange  rate  constraint  is  taken 
more  seriously  in  Canada  than  the  United  States  and  that  money  stock 
targeting  will  likely  continue  into  the  1980s,  this  suggests  that  mone- 
tary policy  will  tend  to  be  restrictive  over  the  longer  pull  in  Canada. 
Indeed,  if  there  are  any  shifts  in  the  current  policy  stance,  it  will 
likely  be  towards  some  easing  at  the  fiscal  level. 


2.      ENERGY  PROSPECTS  AND  ENERGY   INVESTMENT:      THE  1980s 

In  1976,  Canada's  Department  of  Energy,  Mines  and  Resources  (EMR) 
released  a  study  outlining  a  national  strategy  for  self-reliance.  The 
report,  entitled  "An  Energy  Strategy  For  Canada  -  Policies  for  Self- 
Reliance,"  is  inportant  since  it  charted  Ottawa's  view  of  future  energy 
needs  in  Canada  (1976  through  1990).  As  well,  it  included  an  outline  of 
a  Canadian  energy  strategy. 

The  EMR  report  contrasted  two  potential  energy  price  scenarios,  a 
low-price  scenario,  v*iich  assumed  no  "real"  change  in  the  price  of  dom- 
estic oil,  but  did  allow  natural  gas  prices  to  rise  to  their  commodity 
equivalent  value  -  and  a  high-price  scenario  which  basically  involved 
domestic  energy  prices  moving  to  tlie  international  price  levels. 

Since  the  release  of  the  report,  Canada  has  followed  a  policy  con- 
sistent with  the  high-price  scenario.  The  original  asumptions  used  in 
1976  were  the  following: 

"In  this  scenario,  it  is  assumed  that  oil  prices  increase  relatively 
faster  than  the  prices  of  other  goods  and  services  until  about 
1978,  v*ien  they  reach  a  level  that  is  roughly  equivalent  to  the 
current  international  price  (about  $13.00  per  barrel  landed  in 
Montreal  in  1975  dollars).  Prices  for  electricity  and  coal  are 
assumed  to  increase  at  the  same  rate  as  oil  prices  and  the  price  of 
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natural  gas  is... assumed  to  adjust  to  •cx)mmodity-equivalent '  value 
with  crude  oil  ($2.25  Mcf  at  tlie  Toronto  city-gate,  in  1975  dol- 
lars) by  the  late  1970s.  After  1978,  all  energy  prices  are  assumed 
to  increase  at  only  the  general  rate  of  inflation." 

According  to  the  EMR  study,  to  produce  and  achieve  Canada's  goals 
of  self-reliance  in  energy  would  require  about  $180  billion  (constant 
1975  prices)  in  total  investment  between  1976  and  1990.  The  distribu- 
tion of  this  energy  investment  is  set  out  in  a  chart  from  the  FMR  study 
(see  Chart  1  and  Table  1).  The  concerns  v^ich  sparked  the  current  study 
can  be  detected  in  the  sharp  bulge  in  pipeline  investment  centred  in  the 
early  1980s. 

The  E^IR  study  notes  that  this  large  anticipated  growth  in  energy 
investment  must  be,  ultimately,  at  tlie  expense  of  investment  in  other 
fields.  The  report  projected  the  energy  investment  share  of  GNP  to  peak 
in  the  1980-1985  period  at  6.2  per  cent: 

1950  -  1975  3.5  per  cent  of  GNP 

1976  -  1980  5.0  per  cent  of  OJP 

1980  -  1985  6.5  per  cent  of  QJP 

1986  -  1990  4.2  per  cent  of  GNP 

As  the  EMR  study  noted 

"The  construction  of  Northern  pipelines  will  require  substantial  is- 
sues of  debt  and  equity  and,  until  deliveries  commence,  will  have 
to  be  financed  entirely  from  externally  generated  funds.  The  scale 
of  the  projects  envisaged,  the  uncertainties  surrounding  their  con- 
struction and  operation,  and  the  timing  of  their  possible  demands 
on  capital  markets,  suggest  that  it  may  be  necessary  to  consider 
government  financing  assistance  in  some  form.  At  a  minimum,  it 
will  be  desirable  to  coordinate  possible  demands  for  capital  in  a 
manner  that  minimizes  the  strains  on  Canadian  capital  markets." 
(page  110) 

Furthermore,  a  glance  at  the  accoitpanying  EJIR  chart  strongly  sug- 
gests the  possibility  of  a  boom-bust  economy  in  the  early  1980s  as  pipe- 
line investment  accelerates  sharply  between  1978  and  1984  and  deceler- 
ates sharply  between  1984  and  1989.  In  the  EMR  report  there  was  also  a 
projection  of  the  impact  of  the  "high-price  scenario"  on  the  "energy" 
balance  of  payments  -  expressed  in  1975  prices,  a  $2.2  billion  deterior- 
ation in  the  oil  trade  account  between  1976  and  1985,  with  the  deficit 
in  oil  trade  projected  to  reach  $4.5  billion  by  1985.  The  total  energy 
trade  account  is  projected  to  be  in  an  $800  million  deficit  in  1985  (ex- 
pressed in  1975  prices). 

The  Ttoronto  Dominion  Bank,  in  a  study  on  energy  investment  demands, 
has  set  out  estimates  of  total  investment  and  its  sub-conponents  for  the 
period  1977-1990.  According  to  the  TD  projections,  energy  investment  as 
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a  proportion  of  CIJP  reaches  6.7  per  cent  in  1990.  This  compares  with 
the  EMR  projection  of  4.2  per  cent.  Professor  David  Foot,  in  a  study 
for  the  Ontario  Economic  Council,  also  projects  an  early  peaking  in  rel- 
ative energy  investments  (1983),  and  by  1987  the  energy  investment-GNP 
ratio  falls  to  4.9  per  cent.  Finally,  at  a  First  Ministers'  conference, 
the  Minister  of  Energy,  Mines  and  Resources  listed  a  series  of  energy 
investment  projects  for  the  1980s.  In  constant  1977  prices,  the  depart- 
ment identified  a  large  number  of  projects,  with  a  low  side  figure  of 
$55  billion.  Many  specific  projects  were  mentioned,  txit  without  accom- 
panying construction  cost  figures. 

The  thrust  of  these  scheduled  projects,  and  related  studies  on  ag- 
gregate energy-oriented  investment,  inply  a  significant  tilt  in  the  de- 
mand conponents  of  the  Canadian  economy  in  the  direction  of  public  and 
private  energy  investment  spending.  This  study  notes  in  the  following 
section  that,  to  some  extent,  the  shift  towards  energy  investment  in  the 
1980s  will  occur  as  the  residential  construction  sector  declines  on  a 
relative  basis. 
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Table  1 

Estimated  Energy-Related  Capital  Recjuireinents:  1976-1990 


(High-price  scenario,  billions  of 

1975  dollars) 

1976-1980 

198L 

-1985 

1986 

-1990 

Total 

Electric  power 

21.7 

32.5 

37.0 

91.2 

Pipelines 

5.7 

19.2 

3.0 

27.9 

Petroleum 

Exploration  and  development 

10.6 

15.5 

14.2 

40.3 

Refining  and  marketing 

3.9 

4.1 

4.8 

12.8 

Oil  sands 

3.0 

2.3 

.3 

5.6 

Coal (a) 

.8 

1.5 

.9 

3.2 

Energy  investment 

45.7 

75.1 

60.2 

181.0 

Estimated  GNP 

912.1 

1, 

162.0 

1, 

438.5 

3,512.6 

Energy  investment  as 

per  cent  of  GNP 

5.0 

6.5 

4.2 

5.2 

(Low-price  scenario,  billions  of 

1975  dollars) 

1976-1980 

198L 

-1985 

1986 

-1990 

Total 

Electric  power 

29.2 

43.0 

58.4 

130.6 

Pipelines 

2.5 

2.6 

2.8 

7.9 

Petroleum 

Exploration  and  development 

6.3 

4.8 

4.0 

15.1 

Refining  and  marketing 

3.9 

4.1 

4.8 

12.8 

Oil  sands 

1.5 

.2 

.1 

1.8 

Coal (a) 

.8 

1.5 

.9 

3.2 

Energy  investment 

44.2 

56.2 

71.0 

171.4 

Estimated  GNP 

912.1 

1, 

162.0 

1, 

438.5 

3,512.6 

Energy  investment  as 

per  cent  of  (3^P 

4.8 

4.8 

4.9 

4.9 

a  The  estimates  related  to  ooal  do  not  include  estimates  of  new  invest- 
ment necessary  to  ipgrade  transportation  systems. 

Source  Energy,  Mines  and  Resources,  Financing  Energy  Self  Reliance, 
1977,  p.  108. 
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Chart  1 

Components  of  Energy  Investment:  1976-1990  (High-Price  Scenario) 

(Billions  of  1975  Dollars) 
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Table  3 

Estimated  Energy-Related  Capital  Requirements; 

(High-Price  Scenario) 


1977-1987 


Proportion  of 
gross  national 
product 


Endogenous ly 
generated 


Exogenous 
addition 


Total 


(Billions 

of 

1971  Dollars) 

(Per  cent) 

1977 

3.59 

1.50 

5.09 

4.2 

1978 

3.81 

1.60 

5.41 

4.3 

1979 

4.08 

2.70 

6.78 

5.1 

1980 

4.18 

3.65 

7.83 

5.6 

1981 

4.52 

4.30 

8.82 

6.0 

1982 

5.04 

4.80 

9.84 

6.4 

1983 

5.28 

5.60 

10.88 

6.7 

1984 

5.59 

7.20 

12.79 

7.5 

1985 

5.85 

6.45 

12.30 

7.0 

1986 

6.05 

3.50 

9.55 

5.3 

1987 

6.29 

2.85 

9.14 

4.9 

Total 

54.28 

44.15 

98.43 

Source  D. 

K.  Poot  et 

al. , 

The 

Ontario 

Economy  1977-1987, 

Ontario 

Econcmic  Council,  1977,  p.  77. 
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3.   DEMOGRAPHY  AND  HOUSING  REQUIREMENTS:   1977-2000 

In  March  of  1978  the  CMHC  published  a  series  of  projections  for 
Canadian  housing  requirements  to  the  year  2000.  The  CMHC  projections 
were  based  on  a  set  of  fairly  standard  assunptions  and  population  pro- 
jections for  Canada.  The  standard  series  of  assumptions  covered  net 
immigration,  fertility  rates,  mortality  rates,  marriage  rates,  divorce 
rates,  and  headship  rates. 

In  the  case  used  for  the  purpose  of  its  report,  the  CMHC  study  as- 
sumed a  net  level  of  80,000  immigrants  in  1978,  increasing  to  90,000  in 

1979  and  remaining  at  100,000  per  annum  thereafter.  In  its  projection, 
Canada's  population  rises  fron  23.1  million  in  1971  to  24.3  by  1981  and 
27.3  million  by  1991. 

In  terms  of  the  underlying  housing  demand  requirements,  the  impor- 
tant demographic  variables  are  the  number  of  new  households  formed  annu- 
ally and  the  existing  stock  of  unsold  housing  units.  For  example,  ac- 
cording to  the  CMHC  study,  household  formaticxi  accounted  for  about  86 
per  cent  of  total  housing  requirements  in  1977.  The  small  residual 
housing  requirements  (14  per  cent)  were  accounted  for  by  the  demand  for 
replacement  housing  and  allowances  for  vacancies. 

Since  it  is  the  household  formation  figures  that  are  so  critical, 
the  net  household  formation  statistics  themselves  can  be  broken  down 
into  two  categories  -  family  formation  and  non-family  formation  house- 
holds. As  a  result  of  the  post-war  baby  boom,  net  family  formation  is 
projected  to  have  increased  rather  sharply  in  the  second  half  of  the 
1970s.  It  is  clear  that  this  trend  is  due  mainly  to  the  post-war  baby 
boom  group  attaining  the  prime  ages  for  family  formation  in  the  second 
half  of  the  1970s.  But  beyond  1982  there  is  a  decline  in  net  household 
formation  resulting  from  the  decline  in  fertility  rates  during  the  1960s 
and  early  and  mid-1970s. 

The  number  of  households  headed  by  single  persons  increased  rapidly 
during  the  first  half  of  the  1970s  as  a  result  of  both  social  and  eco- 
nomic developments.  Despite  this  trend,  the  CMHC  projection  suggests 
that  the  households  headed  by  unmarried  individuals  will  tend  to  decline 
through  the  1980s.  That  is,  there  is  a  combination  of  increasing  net 
family  household  formation  until  1982  and  declining  non-family  household 
formation,  which  results  in  a  peak  of  total  household  formation  of 
227,944  in  the  year  1980.  After  1982,  with  both  oonponents  declining,  a 
trough  of  110,975  new  household  formations  is  reached  by  the  year  1997. 
It  is  precisely  because  of  these  declining  trends  in  household  formation 
that  the  housing  requirements  are  expected  to  decline. 

In  the  acconpanying  projections,  total  housing  requirements  peak  in 

1980  at  266,000  units,  a  demand  of  \4iich  will  partly  be  met  by  the  con- 
struction of  mobile  hcxnes.  Afterwards,  a  substantial  decline  in  housing 
requirements  is  projected  through  the  1980s  and  part  of  the  1990s  re- 
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fleeting  t±ie  downward  trend  of   net   household   formation  over   the   same 
period   (see  Table  5). 

As  Table  6  below  indicates,  some  rather  significant  geographical 
shifts  occur  within  this  projection  of  declining  housing  requirements. 
In  1977,  it  was  estimated  that  Quebec  accounted  for  about  23.6  per  cent 
of  housing  requirements.  Quebec's  share  is  projected  to  decline  to  21.1 
per  cent  of  national  requirements  in  1985  and  to  a  dramatically  low  7.9 
per  cent  figure  in  the  year  2000.  Ontario  sustains  its  relative  propor- 
tion of  the  national  picture.  Alberta  and  British  Columbia  will  make  up 
much  of  the  relative  losses  to  be  experienced  by  Quebec.  Stated  in  an- 
other way,  while  the  absolute  change  in  regional  housing  requirements  is 
expected  to  be  negative  in  every  major  region  of  Canada  between  1977  and 
the  year  2000,  Quebec  will  suffer  the  greatest  absolute  decline  in  hous- 
ing requirements  -  fron  an  absolute  level  of  about  52,000  units  in  1977 
to  less  than  9,000  units  by  the  year  2000.  Over  the  shorter  time  inter- 
val, 1977  through  1985,  the  greatest  relative  declines  in  housing  re- 
quirements will  occur  in  Saskatchewan,  Quebec,   and  Manitot)a. 

The  low  housing  requirement  figures  for  tlie  province  of  Quetec  stem 
from  the  net  migration  assumptions  as  well  as  from  the  attendant  popula- 
tion projections  by  province.  For  example,  in  the  CMHC  study,  it  was 
estimated  that  Canada  would  attract  80,000  net  immigrants  in  1978,  more 
than  50  per  oent  of  vrtiom  would  move  directly  into  Ontario.  Quebec's 
share  of  net  international  migration  in  1978  was  expected  to  be  only  a 
little  bit  higher  than  Alberta's. 

In  terms  of  interprovincial  migration,  possibly  the  most   important 
element  in  the  regional  forecast  is  the  assumption  that  Quebec  will  lose 
25,676  people  in  1978,   23,416  in  1979,   and  will  continue  to  lose   at   the 
rate  of  16,635  per  year  after  1982.     Oitario  also  becomes  a  net   loser   in 
terms  of  interprovincial  migration,   though  the  net  losses  are   not   as   se- 
vere as  Quebec's.     In  this  picture,  Alt>erta  and  British  Columbia  prove  to 
be  the  big  gainers  in  terms  of   interprovincial   migration,   with  Alberta 
and  British  Columbia  gaining  during   the  post-1982  period   -  18,669  and 
10,083  per  annum  respectively. 
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Table  5 

Summary  of  Projected  Housing  Requirements  for  Canada: 


1977-2000 


Heads  of  households 

Allowance 

Total 

Year 

Family 

Non-family 

Totals 

Demolitions 

for  vacancy 

requirements 

1977 

146,040 

74,313 

220,353 

25,090 

10,691 

256,134 

1978 

149,499 

72,744 

222,243 

25,763 

10,779 

258,785 

1979 

154,269 

71,315 

225,584 

26,318 

10,915 

262,817 

1980 

158,542 

69,404 

227,944 

27,047 

11,001 

265,994 

1981 

160,021 

65,769 

225,790 

27,774 

10,881 

264,445 

1982 

160,538 

61,547 

222,085 

28,358 

10,683 

261,126 

1983 

159,842 

56,468 

216,310 

28,895 

10,393 

255,598 

1984 

157,881 

50,112 

207,993 

29,505 

9,975 

247,473 

1985 

154,378 

42,867 

197,245 

30,110 

9,442 

236,797 

1986 

149,236 

35,750 

184,986 

30,848 

8,838 

224,672 

1987 

142,761 

29,790 

172,551 

31,598 

8,229 

212,378 

1988 

135,515 

24,885 

160,400 

32,376 

7,639 

200,415 

1989 

128,032 

21,344 

149,376 

33,073 

7,104 

189,553 

1990 

120,843 

19,052 

139,895 

33,893 

6,644 

180,432 

1991 

114,408 

18,593 

133,001 

34,851 

6,304 

174,156 

1992 

108,393 

19,096 

127,489 

35,667 

6,037 

169,198 

1993 

103,149 

19,190 

122,339 

36,727 

5,788 

164,854 

1994 

98,291 

18,852 

117,143 

37,870 

5,538 

160,551 

1995 

94,117 

19,532 

113,649 

39,103 

5,376 

158,128 

1996 

90,968 

20,776 

111,744 

40,396 

5,288 

157,428 

1997 

88,382 

22,593 

110,975 

41,450 

5,263 

157,688 

1998 

86,504 

24,607 

111,111 

42,645 

5,282 

159,038 

1999 

85,374 

26,539 

111,913 

43,994 

5,333 

161,240 

2000 

84,771 

28,613 

113,384 

45,345 

5,415 

164,144 

Source  CMHC,_ 

Housing  Requirements 

Model:  Projections  to  2000, 

March,  1978,  p.  24, 
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4.   IHE  ECONOMY,  THE  OCNSUMER,  AND  THE  INFLATION  OUTLOOK:   THE  1980s 

a )  Introduction 

During  the  early  1970s  when  the  Canadian  dollar  was  trading  at 
about  parity  with  the  U.S.  dollar,  Canada  experienced  a  strong  period  of 
real  consumer  spending.  This  strong  consuiner  demand  growth,  which  ended 
in  1975,  was  fuelled  by  a  rather  remarkable  rate  of  grcwth  in  real  wages 
acccHipanied  by  reasonably  rapid  growth  rates  in  employment.  Both  of 
these  factors  more  than  offset  the  rise  in  the  savings  propensity  of 
Canadian  families,  thus  allowing  real  consunption  to  advance  at  histori- 
cally high  rates  of  increase. 

Hcwever,  the  sluggish  growth  in  consumer  spending  since  1975  has 
been  accorpanied  by  relatively  poor  performance  for  the  entire  economy 
and  a  widening  gap  between  actual  and  potential  output. 

Since  the  mid-1960s,  real  wages  have  increased  at  about  twice  the 
rate  of  increase  in  real  labour  productivity,  a  development  not  consis- 
tent with  longer-run  econcsnic  relationships.  Even  with  the  arrival  of 
econonic  stagnation  after  1973,  significant  real  wage  gains  were  re- 
corded in  1974  and  1975.  Since  1976  these  gains  have  been  eroded  by 
decelerating  money  wage  increases  and  continuing  high  inflation  rates 
(see  Table  7). 

What  is  inportant  at  this  time  is  the  possibility  that  real  wage 
gains  in  the  immediate  future,  say  until  the  mid-1980s,  will  trend  at  a 
lower  rate  of  increase  than  during  the  decade  v\^ich  ended  in  1976,  The 
factors  at  work  squeezing  real  worker  earnings  are  inevitably  the  same 
factors  which  will  squeeze  real  consunption  and  hence  the  growth  of  the 
econotty.  Since  the  consumer  sector  represents  about  63  per  cent  of 
Canada's  gross  national  expenditures  the  strength  of  consumer  spending 
in  the  1980s  will  reflect  the  general  strength  of  the  econcmy. 

What  are  the  factors  v^ich  t^^ically  impact  on  consumer  spending 
decisions?  Econonists  typically  evaluate  consumer  spending  in  terms  of 
several  haasic  ingredients  -  wage  and  price  movements,  orployment  gains, 
the  public's  propensity  to  save  or  spend,  and  the  general  level  of  con- 
fidence. It  follows  that  the  joint  interaction  of  these  factors  must  be 
in  the  right  direction  to  generate  strong  consumer  spending.  At  this 
point  the  eirployment  effect  and  the  savings  decisions  will  be  dealt  with 
in  a  very  summary  fashion.  On  the  enployment  front,  job  creation  was 
fairly  rapid  through  irost  of  the  1970s,  though  since  1975  the  general 
economic  malaise  has  been  associated  with  lower  rates  of  gain  in  new 
jobs.  In  1978,  over  400,000  new  jobs  were  created,  but  enployment  growth 
has  been  trending  at  a  lower  rate  in  the  latter  part  of  the  1970s.  This 
report  notes  that  in  the  future,  job  creation  must  be  modest  as  full  ca- 
pacity econonic  growth  rates  are  expected  to  moderate  in  the  1980s  from 
the  1970s. 
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The  sharp  increase  in  the  personal  savings  rate  out  of  disposable 
income  in  the  1970s  moderated  the  levels  of  consumer  spending  prospects. 
While  this  report  deals  with  this  subject  later  on,  it  is  evident  that 
the  high  savings  rate  in  Canada  is  associated  with  tax  deferment  incen- 
tives (RRSPs,  RHOSPs,  etc.),  and  a  high  inflation  environment.  It  also 
may  reflect  the  shift  of  medical  care  expenses  from  the  consumer  to  the 
provincial  purse. 

The  wage  and  price  inpacts  are  explored  in  the  following  section. 

b)  Prices  and  Costs  in  the  1980s 

( i )  Wages 

On  the  wage  front,  it  is  clear  that  the  relatively  large  gains  of 
the  early  and  mid-1970s  now  represent  an  era  which  has  passed.  One 
source  of  rapid  wage  escalation  between  1966  and  1975  was  the  public 
sector  which  now  appears  likely  to  lag  behind  the  private  sector  in 
terms  of  money  wage  gains.  Indeed,  in  early  1979  concerns  over  money 
wage  escalation  were  primarily  focused  on  the  private  sector.  In  this 
report  money  wages  are  projected  to  increase  7.7  per  cent  per  annum  over 
the  period  1978  to  1985. 

(ii)  Energy  Prices 

In  a  1976  statement,  the  federal  government  announced  its  intention 
to  move  Canadian  oil  prices  to  a  oonparable  level  with  the  international 
prices  set  by  OPEC  (The  Organization  of  Petroleum  Exporting  Countries ) . 
Since  that  time  the  well-head  price  in  Canada  has  subsequently  risen  by 
$4A)bl.  to  the  current  level  of  $12.75/bbl.  (effective  July  1,  1978). 
After  transportation  and  gathering  costs  are  added,  the  delivered  price 
into  eastern  Canada  is  $13.70/bbl. 

The  federal  government  and  the  province  of  Alberta  have  agreed  that 
the  current  well-head  price  of  $12.75/bbl.  will  remain  until  July  1, 
1979.  It  will  be  increased  then  by  $lA'bl.  with  a  second  $l/bbl.  rise 
planned  for  January  1,  1980.  This  will  bring  the  average  well-head  price 
to  $14.75/bbl.  and  the  delivered  price  into  both  Toronto  and  Montreal  to 
$16.55/bbl.  (including  an  $.85A>bl.  surcharge  to  refineries  to  compen- 
sate for  the  world  prices  received  by  the  two  tar  sands  producers). 

The  government  also  announced  its  intention  to  increase  natural  gas 
prices  to  an  energy  equivalent  price  with  oil.  In  November  of  1975,  the 
Toronto  city  gate  price  was  established  at  $1.26/mcf  which  was  85  per 
cent  of  the  commodity  value  of  oil.  The  gate  price  has  subsequently 
been  raised  four  times  and  is  now  $1.85/mcf  (88  per  cent  of  its  oil 
equivalent) . 

These  resulting  energy  price  increases  have  had  a  sharp  inflation- 
ary iirpact  on  other  prices  and  costs.  Indeed,  it  is  estimated  that  for 
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every  $1  a  barrel  increase  in  Canadian  crude  oil  prices,  there  is  about 
a  .6  per  cent  hike  in  the  Consumer  Price  Index. 

(iii)  Food  Prices 

Another  iinportant  element  in  the  recent  rapid  rise  in  Canada's  cost 
of  living  has  been  the  instability  of  agricultural  markets  and  food 
prices.  Food  purchases  by  Canadian  consumers  have  represented  a  growing 
proportion  of  their  total  spending.  Since  1970,  the  sharp  increases  in 
the  Consumer  Price  Index  were  largely  the  result  of  higher  food  costs. 
In  a  nutshell,  since  1972,  the  rate  of  increase  of  food  prices  in  Canada 
has  been  unusually  high.  For  example,  food  price  increases  in  the  con- 
sumer cost-of-living  basket  tended  to  fall  between  the  price  hikes  of 
consumer  goods  (on  the  low  side)  and  consumer  services  (on  the  high 
side).  That  relationship  appeared  to  break  in  1971  as  food  prices  aver- 
aged 14.6  per  cent  annual  rates  of  increase  between  1973  and  1975.  Food 
prices  rose  2.7  per  cent  in  1976,  8.3  per  cent  in  1977,  and  17  per  cent 
in  1978. 

Thus  in  the  slower  world  economic  growth  environment,  food  prices 
are  continuing  to  rise  at  double  the  rate  of  increase  posted  in  the 
1960s.  Moreover,  compounding  the  problem  of  higher  prices  in  the  future 
is  the  fact  that  energy  is  an  important  factor  in  the  cost  of  producing 
agricultural  products.  Food  prices  can  no  longer  be  regarded  as  a  sta- 
bilizing factor  in  consumer  prices  as  they  were  between  1966  and  1971, 
when  they  rose  at  a  marginally  lower  rate  of  increase  than  non-food 
items. 

(iv)  The  Trade-off  between  Inflation  and  Unenployment 

In  terms  of  the  unemployment  inflation  trade-off  models,  the  Cana- 
dian and  U.S.  experience  since  the  early  1960s  has  been  one  of  progres- 
sively deteriorating  alternatives.  That  is,  progressively  higher  levels 
of  ernployment  are  required  to  maintain  a  given  level  of  inflation,  and 
it  does  not  follow  from  past  trends  that  the  trade-off  options  will 
inprove. 

It  used  to  be  thought  that  v^en  inflationary  expectations  rise  and 
the  trade-off  between  unenployment  and  inflation  worsens  (virtually  the 
experience  of  the  1971-1975  period),  a  scaling  down  of  such  inflationary 
expectations  to  former  lower  levels  would  restore  original  and  more  ac- 
ceptable inflation  unemployment  options.  Indeed,  the  rationale  for 
short-term  incomes  policies  was  predicated  on  a  model  \4iich  viewed  a  re- 
duction of  inflation  expectations  as  consistent  with  the  restoration  of 
better  trade-off  options  between  inflation  and  unemployment. 

However,  the  movements  of  this  trade-off  curve  appear  asymmetrical. 
That  is,  inflationary  expectations  in  the  United  States  declined  after 
the  1974-1975  recession,  but  the  unemployment  rate  accompanying  the  cur- 
rent 6-8  per  cent  rate  of  inflation  has  been  well  in  excess  of  that  pre- 
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dieted  by  a  return  to  better  trade-off  options  based  on  the  1969-1970 
experience.  It  is  interesting  to  speculate  as  to  why  the  unemployment- 
inflation  trade-off  option  has  not  only  progressively  worsened  between 
1971  and  1975,  but  appears  to  be  incapable  of  being  completely  restored 
to  where  it  once  existed.  Ottawa  would  be  happy  to  be  able  to  restore 
the  range  of  uneraployment-inf lation  alternatives  it  had  back  even  in 
'1970  -  yet  it  appears  that  this  goal  is  virtually  unattainable. 

In  our  opinion  market  power,  both  in  the  product  and  labour  mar- 
kets, has  created  an  extra  degree  of  rigidity  in  the  system  following 
every  wave  of  inflation.  As  a  result  of  stop-go  policies,  there  has 
been  a  continual  upward  movement  in  the  application  of  such  powers  which 
in  effect  increases  the  inflation  plateau  from  v^ich  the  next  inflation 
cycle  commences.  Thus  the  rate  of  price  inflation  in  the  late  1970s, 
consistent  with  a  given  unemployment  rate,  has  ratcheted  up  considerably 
from  that  of  the  middle  1970s.  The  fact  that  Canada  has  experienced 
such  dramatic  inflation  rates  since  1972  has  shortened  labour  contracts 
and  introduced  escalation  features  into  both  corporate  contracts  and 
business-government  relationships. 

If  a  new  round  of  inflation  is  triggered  by  events  external  to 
Canada,  as  was  the  case  in  1973-1974,  such  inflationary  shocks  will  move 
even  more  swiftly  into  labour  markets,  administrative  prices,  and 
interest  rates,  than  they  did  in  the  mid-1970s.  The  Canadian  public  has 
become  increasingly  conscious  of  inflation  and  a  host  of  defences  have 
been  built  into  contractual  arrangements  against  possible  changes  in 
prices . 

(v)      An   Inflation  Projection  Based  on   Domestic   Costs   and   External 
Factors 

In  1977  and  1978  Canada  iroved  a  long  way  towards  bringing  its  dom- 
estic costs  under  control  (and  moderating  its  internal  inflation  fac- 
tor), but  external  inflation  was  the  significant  problem.  In  1977  and 
1978  the  twin  facts  that  U.S.  inflation  remained  stubbornly  high  (above 
6  per  cent),  v^ile  at  the  same  time  Canada's  dollar  declined  sharply 
relative  to  the  U.S.  dollar  (7.3  per  cent  in  1977,  6.8  per  cent  in  1978) 
have  contributed  to  higher  import  costs  and  higher  domestic  inflation  in 
1977  and  1978. 

Canada  is  an  open  economy,  and  thus  its  rate  of  inflation  is  a 
product  of  both  internal  and  external  inflation  forces.  Since  1970,  the 
pattern  of  inflation  in  Canada  could  be  fairly  well  explained  by  a  rough 
30  per  cent  external  and  70  per  cent  internal  weighting  scheme. 

On  the  domestic  front,  the  internal  inflation  pressures  can  be  ex- 
plained roughly  by  the  simple  difference  between  the  rates  of  change  in 
Canadian  money  wage  settlements  and  Canada's  labour  productivity  growth 
rate.  That  is,  it  is  argued  here  that  movements  in  unit  labour  costs 
ultimately  set  the  stage  for  domestic-induced  price  hikes.     The   figures 
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presented  in  Table  8  below  iinply  the  following  rough  approximation  vis- 
a-vis inflation  determination:  that  is,  the  percentage  change  in  the 
GNP  deflator  equals  .7  times  the  difference  between  the  percentage 
change  in  wage  settlements  and  productivity  changes  plus  .3  times  the 
percentage  change  in  the  Consumer  Price  Index  plus  the  percentage  change 
in  the  external  value  of  the  Canadian  dollar. 

It  may  be  helpful  at  this  stage  to  develop  some  simple  arithmetic 
relationships  v^ich  describe  the  interaction  of  the  two  underlying  in- 
flation components.  Since  the  bulk  of  Canada's  foreign  trade  occurs 
with  the  United  States,  that  country's  consumer  inflation  rate  is  em- 
ployed as  a  proxy  for  world  price  movements.  Moreover,  movements  in  the 
relative  price  of  the  Canadian  dollar  against  the  U.S.  dollar  have  an 
inflationary  effect  \^ich  can  also  be  regarded  as  external  in  origin. 
For  exanple,  the  estimated  6.8  per  cent  decline  in  the  average  value  of 
the  Canadian  dollar  in  1978  relative  to  1977  indicates  that  the  Canadian 
consumer  paid  (.3  X  6.8)  or  about  2  per  cent  more  in  Canadian  dollars 
for  a  basket  of  U.S.  goods  and  services  in  1978  than  in  1977. 

This  specific  identification  of  the  role  of  foreign  inflation  in 
Canada's  price  indices  is  perhaps  too  simple  in  that  the  effect  of  for- 
eign prices  on  our  domestic  scene  varies  with  the  business  cycle,  and  is 
not  static  (firms  vary  their  price  mark-up  over  unit  labour  costs  with 
business  conditions  as  well).  Nevertheless,  even  with  all  its  drawbacks, 
this  framework  illustrates  the  way  in  v^ich  both  positive  and  negative 
factors  work  in  the  Canadian  inflationary  process. 

Looking  ahead,  the  prospects  for  Canadian  inflation  do  not  appear 
very  satisfactory,  despite  the  inproved  labour  cost  scene  \^^ich  has  re- 
cently emerged.  The  simple  arithmetic  demonstrates  this  case. 

The  projections  illustrate  a  blend  of  assumptions  which  could  re- 
sult in  an  average  5.5  per  cent  per  annum  rate  of  inflation  between  1978 
and  1985,  and  an  average  5  per  cent  rate  of  inflation  over  the  period 
1985-1990.  In  fact,  the  price  level  over  these  twelve  years  more  than 
doubles,  and  the  5.3  per  cent  average  inflation  projection  between  1978 
and  1990  is  somewhat  less  than  the  rough  estimates  of  the  inflationary- 
expectations  corrponent  in  the  longer-term  yields  in  Canada. 

(vi)  Inflation  Projection  Based  on  Quantity  Theory 

The  interaction  between  the  money  supply,  inflation,  real  GNP,  and 
the  inccafne  velocity  of  money  can  be  dissected  in  terms  of  an  identity 
called  the  equation  of  exchange.  If  the  above  terms  are  represented  by 
index  numbers  -  that  is,  if  the  price  index  is  called  P,  the  money  sup- 
ply index  M,  the  velocity  of  money  V,  and  real  GNP  is  T,  then  the  na- 
tional accounting  expression  MV=PT  must  hold.  Stated  in  another  way, 
the  supply  of  nominal  GNP  (PT)  must  equal  the  demand  for  nominal  GNP 
(MV) .  Alternatively,  a  dynamic  expression  for  the  equation  of  exchange 
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states  that  the  sum  of  the  rates  of  change  in  the  money  supply  (M)  and 
the  velocity  of  noney  (V)  must  equal  the  sum  of  the  rates  of  change  in 
prices  (P)  plus  real  GNP  (T).  The  long-run  tlieory  that  inflation  is  a 
monetary  phenomenon  usually  is  postulated  by  assuming  long-run  output 
(T)  is  independent  of  mavements  in  the  noney  supply  (M).  In  our  work, 
though,  we  have  allowed  for  a  continuous  rise  in  the  ratio  of  GNP  to 
money  stock  -  a  trend  pervasive  in  the  1970s. 

In  the  final  analysis  all  economists  accept  a  long-run  relationship 
between  the  growth  rate  of  the  money  supply  and  the  rate  of  inflation. 
Our  projection,  which  encompasses  about  a  ten-year  time  span,  is  no  dif- 
ferent. It  is  specifically  assumed  that  the  narrowly  defined  money  sup- 
ply (M)  will  increase  at  a  7.7  per  cent  annual  rate  between  1978  and 
1985,  and  at  a  6.4  per  cent  annual  rate  between  1985  and  1990.  With  the 
income  velocity  of  money  (the  ratio  of  GNP  to  Ml)  rising  at  an  average 
annual  rate  of  2.5  per  cent,  this  forecast  generates  a  gain  in  the  GNP 
price  index  of  5.5  per  cent  per  annum  until  1985  and  5  per  cent  per 
annum  over  the  remaining  years  of  the  decade.  If  the  money  supply  (Ml 
definition)  does  not  become  wore  efficient  (that  is,  if  the  income  ve- 
locity of  money  does  not  increase),  then  of  course  the  rate  of  inflation 
will  be  lower  assuming  the  above  money  supply  growth  rates. 

The  above  projected  rates  of  inflation  were  derived  by  estimating 
the  longer-term  growth  in  Canada's  real  GNP  on  the  basis  of  labour  force 
and  productivity  projections.  Once  again,  an  explanation  of  relation- 
ships must  be  made.  It  is  assumed  that  Canada's  work-force  and  labour 
force  will  grow  at  approximately  the  same  rate  in  the  1980s.  In  a  phys- 
ical sense,  real  GNP  can  be  defined  as  output  per  worker  (or  labour  pro- 
ductivity) multiplied  by  the  size  of  the  work-force.  This  is  why  the 
rate  of  change  in  real  GNP  can  be  approximated  by  the  long-term  rate  of 
change  in  the  labour  force  plus  the  rate  of  change  in  labour  productiv- 
ity. In  this  study  the  Department  of  Finance's  assumptions  on  labour 
force  grcwth  moderation  in  the  1980s  accompanied  by  steady  2  per  cent 
per  annum  productivity  grcwth  rates  are  adopted.  The  accompanying  pro- 
jections for  real  GNP,  inflation  and  nominal  GNP  are  set  out  in  the  last 
three  columns  of  Table  10. 

According  to  these  projections,  the  rate  of  growth  of  GNP  in  cur- 
rent dollars  is  sharply  lower  during  the  decade  of  the  1980s  and  the 
first  half  of  the  1990s.  The  difference  reflects  partly  a  slower  grow- 
ing real  economy  -  particularly  after  some  GNP  catch-up  occurs  between 
1978  and  1985.  As  well,  the  assunptions  concerning  inflation  for  the 
1980s  were  discussed  earlier  -  and  they  indicate  that  the  inflation  in 
the  1980s  will  average  at  a  lower  pace  than  the  1970s  experience,  be- 
cause of  a  moderation  in  the  rate  of  expansion  of  the  money  supply. 
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Table  7 

Relationship  between  Real  Wage  Gains,  Consumption,  and  Labour 

Productivity:   1970-1977  (Average  Annual  Rates  of  Change) 

Real  output/worker 

Real  consunption (productivity) Real  wages 

(Per  cent) 
1970-77  6.0  1.9  1.9 

1977  2.8  .9  .7 

Notes:  Real  output/worker  uses  real  GNP  as  a  numerator  and  total  em- 
ployment in  the  demoninator. 

Real  wages  uses  money  wage  settlements  (ex  construction)  and  the 
implicit  price  deflator. 

Source  Bank  of  Canada  Review,  December  1978. 
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Table  9 

The  Money  Supply  Counterpart  of  the  Inflation   Forecast,    Average   Annual 

Rates  of  Change,   1967-1977  and  1978-1990 


(1)             (2) 

(3) 
Inccane  velocity 

(4) 

GNP  price  index  Money  supply  (Ml) 

of  money 

Real  GNP 

1967-1977 

7.2 

1978(e) 

7.0 

1978-85(f) 

5.5 

1985-90(f) 

5.0 

9.5 
7.0 
7.3 
6.4 


2.5  4.7 

3.7  3.5 

2.5  4.3 

2.5  3.6 


Note:  The  dynamic  equation  of  exchange  holds  that  the  rate  of  change  in 
inflation  equals  the  combined  rates  of  change  in  the  money  supply 
plus  income  velocity  of  money  less  the  rate  of  change  in  real  out- 
put. That  is,  (1)  =  (2)  +  (3)  -  (4).  Income  velocity  of  money  is 
the  ratio  of  OSTP  to  money  supply. 

e  Estimated 


f  Forecast 


Source  See  Table  8.  The  assumptions  used  on  the  forecast  are  explained 
in  the  text. 
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Table  10 

Aggregate  Projections  for  Productivity,  Labour  Force,  Real  and  Nominal 

GNP,  Average  Annual  Rates  of  Growth,  1970-1978  and  1978-1995 


Q^P 

Worker 

price 

Nominal 

Labour  force 

productivity 

Real  GNP 

deflator 

a«jp 

1970-1978 (e) 

3.8 

1.5 

4.6 

8.3 

13.3 

1978-1985(f) 

2.0 

2.3 

4.3 

5.5 

10.0 

1985-1990 (f) 

1.6 

2.0 

3.6 

5.0 

8.9 

1990-1995 (f) 

1.1 

2.0 

3.1 

4.0 

7.2 

Notes:  Ttie  growth  rate  of  GNP  is  approximately  equal  to  the  sum  of  the 
growth  rates  of  the  labour  force  and  aggregate  productivity.  ITie 
labour  force  projections,  taken  from  a  Department  of  Finance 
study,  assume  net  ijnmigration  into  Canada  at  100,000  persons  per 
year. 

e  Estimated 

f  Forecast 

Source  The  assumptions  used  in  this  forecast  are  constrained  to  generate 
a  profile  of  real  GNP  growth  consistent  with  the  forecasts  pre- 
sented in  Tables  8  and  9. 

5.   A  REVIEW  CF  A  SERIES  OF  AGGREGATE  ECONOMIC  FORECASTS:   THE  1980s 

a)  The  Econcroic  Council  of  Canada's  12th  Annual  Review 

The  12th  Annual  Review  of  the  Econonic  Council  of  Canada,  which  was 
published  in  1975,  set  out  a  series  of  ten-year  projections  for  the 
growth  in  the  econony  and  its  major  ocmponents.  The  Council's  case  A 
projections  are  reported  here. 

According  to  the  Council,  real  (non-housing)  capital  investment 
will  prove  to  be  the  strongest  growth  sector  over  the  entire  period  to 
1985,  averaging  a  5.9  per  cent  annual  rate  of  growth.  Real  consumer 
spending  will  advance  at  about  a  5  per  cent  rate,  while  investment  in 
housing  will  seriously  lag  the  rest  of  the  economy.  The  Council  pre- 
dicted that  real  GNP  would  increase  at  an  average  annual  growth  rate  of 
4.6  per  cent  over  the  period  1975  to  1985.  The  Council  also  expected  a 
significantly  lower  rate  of  growth  for  the  real  economy  between  1980  and 
1985  as  OOTpared  to  the  1975  to  1980  period  (see  Tables  11  to  17). 

b)  The  Economic  Council  of  Canada's  14th  Annual  Review 

In  its  14th  Annual  Review,  the  Economic  Council  of  Canada  produced 
a  scenario  for  the  1977  through  1982  period.  Based  on  a  series  of  as- 
sunptions  incorporated  into  the  Council's  macro-economic  model,  the 
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projections  reveal  that  the  outlook  for  the  next  five  years  is  not  very 
pronising.  The  Council  projected  a  modest  export-led  recovery  in  1978 
and  1979,  but  at  the  same  time  the  growth  in  GNP  would  gradually  slow  to 
about  4  per  cent  by  1982.  In  the  scenario,  moderate  economic  growth 
results  in  relatively  high  unemployment  rates  above  8  per  cent  through- 
out the  period.  The  Consumer  Price  Index  is  projected  to  increase  at  an 
annual  rate  in  excess  of  6  per  cent  until  1982,  reflecting  anticipated 
high  inflation  rates  in  other  countries  and  continued  pressures  on  dom- 
estic prices.  In  the  projection,  the  assumption  of  a  U.S.  exchange  rate 
value  for  the  Canadian  dollar  of  $.93  was  incorporated  (see  Tables  11  to 
17). 

c)  The  Department  of  Finance  Medium-Term  Projection:  1978-1981 

The  Department  of  Finance  set  out  in  its  projection  what  it  be- 
lieved to  be  the  likely  recovery  path  for  the  Canadian  econony  over  the 
short  term.  In  the  four-year  projection,  the  Department  noted  that  it 
expects  real  gross  national  product  to  expand  at  a  5.5  per  cent  average 
rate  from  1978  to  1981.  This  rate  of  growth  would  reduce  the  unemploy- 
ment rate  to  5  per  cent  and  the  rate  of  inflation  to  3.5  per  cent  by 
1981.  The  average  unemployment  rate  and  the  average  rate  of  inflation 
would,  of  course,  be  higher  during  the  four-year  interval. 

The  assumptions  about  the  global  econoiny  used  in  the  projection  are 
crucial  because  of  Canada '  s  open  economy  and  dependence  upon  export 
sales.  Between  1978  and  1981,  the  Department  of  Finance  assumed  tliat  the 
industrial  world  would  enjoy  a  maderate  but  steady  recovery.  Real  GNP 
in  the  United  States  would  advance  at  a  4.3  per  cent  average  annual  rate 
over  this  period,  while  Western  Europe  would  have  a  4  per  cent  growth 
rate,  and  Japan  a  6  per  cent  rate.  U.S.  v^olesale  prices  were  predicted 
to  rise  at  a  5.4  per  cent  average,  and  world  oil  prices  would  rise  at  a 
similar  5.5  per  cent  annual  rate.  A  moderate  recovery  in  commodity 
prices  was  assumed  and  the  Canadian  dollar  would  average  about  $.93  U.S. 
in  foreign  exchange  irarkets  during  the  four-year  period. 

An  important  part  of  the  forecast  was  the  continuation  of  the  pro- 
jected slow-down  in  money  wages  and  unit  labour  costs,  \i^ich  provided  an 
inportant  boost  for  corporate  profits  in  this  scenario.  In  terms  of  the 
components  of  growth,  the  Department  of  Finance  expects  fairly  rapid 
growth  in  non-residential  business  investment  and  exports  to  lead  the 
recovery.  A  continuation  of  the  trend  of  slow  growth  in  government 
spending  is  projected  and  the  Department  believes  that  if  inflation 
slows  to  the  degree  that  they  have  projected,  this  will  cause  a  decline 
in  the  personal  savings  rate  to  8  per  cent  by  1981  from  its  10.5  per 
cent  average  between  1974  and  1976.  In  essence,  the  scenario  projected 
by  the  Department  of  Finance  is  too  optimistic  on  both  the  production 
and  price  sides,  and  hence  it  is  probably  too  optimistic  for  employment 
and  labour  productivity  trends. 
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d)  The  Oitario  Economic  Council  Projection 

The  Ontario  Economic  Council  study,  which  was  published  in  1977, 
was  a  fairly  comprehensive  review  of  the  outlook  for  the  Canadian  and 
Ontario  economies.  The  basic  assumptions  made  were  that  the  recovery 
from  tlie  1975  recession  would  be  slow,  and  that  withdrawal  from  the 
controls  program  in  1978  would  be  orderly  and  not  followed  by  a  post- 
controls  acceleration  of  price  inflation.  The  OEC  also  accepted  the 
high-price  scenario  for  donestic  energy  prices  which  was  originally  set 
out  in  the  EMR  Strategy  Document. 

Under  the  assumption  of  a  slow  recovery  fron  the  recessionary  con- 
ditions of  1975,  real  GNP  was  projected  to  increase  at  an  average  annual 
rate  of  5  per  cent  between  1978  and  1982.  After  the  energy  investment 
boon  peaks  around  1982,  real  GNP  growth  rates  are  expected  to  decline  to 
an  average  annual  rate  of  4  per  cent  for  the  five  years  to  1987.  A  con- 
tinuously declining  rate  of  increase  in  the  gross  national  product  de- 
flator from  an  8.1  per  cent  average  annual  rate  of  increase  in  1975  to  a 
4.7  per  cent  annual  rate  between  1978  and  1982  and  4.4  per  cent  annual 
rate  from  1982  to  1987  was  also  projected.  The  national  unemployment 
rate  gradually  declines  in  the  OEC  scenario,  from  an  average  of  7.7  per 
cent  between  1978  and  1982  to  a  6.1  per  cent  unenployment  rate  average 
for  the  period  1983  through  1987. 

Real  GNP  growth  is  seen  to  be  decelerating  from  the  late  1970s 
through  to  the  late  1980s.  The  sources  of  this  deceleration  are  weak- 
nesses in  capital  investment  and  government  expenditures.  For  example, 
total  investment  in  business  fixed  capital  expands  at  a  rapid  pace  be- 
tween 1978  and  1982  (7.5  per  cent  per  annum)  and  declines  sharply  to  a 
rate  of  2.4  per  cent  per  annum  between  1983  and  1987. 
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Table  11 

Alternative  Econonic  Projections  for  the  Medium  Terra,  (Average  Annual 

Growth  Rates),  Various  Periods  1975-1987 


(1)  Economic  Council  of  Canada  -  12th  Annual  Review  (Projection  A) 

1975-1980     1980-1985  1975-1985 
(Per  cent) 

Real  GNP                    5.7          3.6  4.6 

Nominal  GNP                12.2          9.8  11.0 

GNP  Deflator                7.1          5.9  6.1 

Consumer  Price  Index          7.0          5.2  6.2 

(2)  Econonic  Council  of  Canada  -  14th  Annual  Review  (Reference 
Solution) 

1977-1982 
(Per  cent) 
Real  GNP  4.3 

Consumer  Price  Index  7.1 

Unenployment  Rate  8.2 

U.S.  Exchange  Rate  of  Canadian  Dollar  $  .93 

(3)  Department  of  Finance,  February,  1978 

1978-1981 

(Per  cent) 
Real  GNP  5.5 

"Prices"  4.7 

Average  Wages  6.8 

Real  Wages  2.0 

Labour  Productivity  2.6 

Employment  2.8 

Labour  Force  2.2 

(4)  D.  Foot,  et  al.,  Ontario  Econonic  Council 

1978-1982         1983-1987 
(Per  cent) 
Real  GNP  5.0  4.0 

Nominal  C3SIP  9.9  8.6 

GNP  Deflator  4.7  4.4 

Labour  Force 2;^4 2.0 

Sources 

(1)  Econonic  Council  of  Canada,  12th  Annual  Review,  Projection  A,  1975, 
pp.  146-147. 

(2)  Economic  Council  of  Canada,  14th  Annual  Review,  Reference  Solution, 
1977,  p.  70 

(3)  Department  of  Finance,  Canada's  Econony  -  Medium-Term  Projections 
and  Targets. 

(4)  D.  Foot,  et  al..  The  Ontario  Economy  1977-1987,  Ontario  Econonic 
Council,  1977. 
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Table  12 

Alternative  EcxDnomic  Projections  for  the  Medium  Term  -  Real  Consumer 

Spending,  (Average  Annual  Rates  of  Change) 


Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
5.6  per  cent  (1975-1980) 
4.4  per  cent  (1980-1985) 
5.0  per  cent  (1975-1985) 

Economic  Council  of  Canada,  14th  Annual  Revievj  (Reference  Solution) 
3.9  per  cent  (1977-1982) 


Department  of  Finance,  February,  1978 
5.4  per  cent  (1978-1981) 

D.  Foot,  et  al.,  C^tario  Economic  Council 

4.1  per  cent  (1978-1982) 

4.2  per  cent  (1983-1987) 


Source  See  Table  11. 

Table  13 

Alternative  Economic  Projections  for  the  Medium  Term  -  Real  Housing 

Ex£3enditures,  (Average  Annual  Rates  of  Change) 


Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
5.5  per  cent  (1975-1980) 
.3  per  cent  (1980-1985) 
1.2  per  cent  (1975-1985) 

Economic  Council  of  Canada,  14th  Annual  Review  (Reference  Solution) 
Not  Available 

Deparbnent  of  Finance,  February,  1978 
1.0  per  cent  (1978-1981) 

D.  Foot,  et  al.,  Critario  Economic  Council 
Not  Available 

Source  See  Table  11. 
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Table  14 

Alternative  Economic  Projections  for  the  Medium  Term  -  Real  Non- 
residential Business  Invesbuent,  (Average  Annual  Rates  of  Change) 

Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
8.5  per  cent  (1975-1980) 

3.3  per  cent  (1980-1985) 
5.9  per  cent  (1975-1985) 

Economic  Council  of  Canada,  14th  Annual  Review  (Reference  Solution) 

4.4  per  cent  (1977-1982) 

Department  of  Finance,  February,  1978 

7.4  per  cent  (1978-1981) 

D.  Foot,  et  al.,  Ontario  Economic  Council  -  "Including  housing" 

7.5  per  cent  (1978-1982) 
2.4  per  cent  (1983-1987) 

Source  See  Table  11. 

Table  15 

Alternative  Economic  Projections  for  the  Medium  Term  -  Real  Exports, 

(Average  Annual  Rates  of  Change) 


Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
Not  Available 

Econonic  Council  of  Canada,  14th  Annual  Review  (Reference  Solution) 
5.7  per  cent  (1977-1982) 

Department  of  Finance,  February,  1978 
6.4  per  cent  (1978-1981) 

D.  Foot,  et  al.,  Qitario  Economic  Council 
5.0  per  cent  (1978-1982) 
4.2  per  cent  (1983-1987) 

Source  See  Table  11. 
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Table  16 

Alternative  Economic  Projections  for  the  Medium  Term  -  Real  Imports, 

(Average  Annual  Rates  of  Change) 


Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
Not  Available 

Economic  Council  of  Canada,  14th  Annual  Review  (Reference  Solution) 

4.4  per  cent  (1977-1982) 

Department  of  Finance,  February,  1978 

5.5  per  cent  (1978-1981) 

D.  Fbot,  et  al.,  Ontario  Economic  Council 

4.6  per  cent  (1978-1982) 
4.2  per  cent  (1983-1987) 

Source  See  Table  11. 

Table  17 

Alternative  Economic  Projections  for  the  Medium  Term  -  Real  Government 

Expenditures,  (Average  Annual  Rates  of  Change) 


Economic  Council  of  Canada,  12th  Annual  Review  (Projection  A) 
Not  Available 

Econonic  Council  of  Canada,  14th  Annual  Review  (Reference  Solution) 
4.4  per  cent  (1977-1982) 

Department  of  Finance,  February,  1978 

Expenditures  on  goods  and  services  -  3.6  per  oent  (1978-1981) 
Expenditures  on  capital  formation  -  4.7  per  cent  (1978-1981) 

D.  Foot,  et  al.,  Ontario  Economic  Council 
4.8  per  cent  (1978-1982) 
5.0  per  oent  (1983-1987) 

Source  See  Table  11. 

6.   A  PROJECTION  OF  THE   GROWTH  AND  COMPOSITION  OF  REAL  AGGREGATE  DEMAND: 
1978-1990 

In  order  to  discuss  the  capital  markets  in  the  1980s,  and  basically 
to  allow  the  demographic  factors  to  shape  potential  economic  growth,  one 
has  to  make  some  allowance  for  the  movement  of  the  economy  to  a  fuller 
level  of  utilization.  A  reasonable  assunption  is  that  the  underemploy- 
ment of  resources  which  emerged  in  the  late  1970s  will  undoubtedly  be 
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with  us  for  several  years  into  the  1980s.  But  once  Canada  closes  that 
gap  of  resource  underutilization,  the  demographic  trends  will  generate 
the  tone  of  growth  of  the  econony. 

As  for  the  pattern  of  aggregate  demand  over  this  period,  durable 
consumer  expenditures,  exports,  and  energy-related  capital  projects  will 
spark  the  economy  up  until  the  mid-1980s.  In  the  second  half  of  the 
1980s,  ca-ie  may  assume  that  demographic  factors  will  constrain  the  econ- 
omy to  its  full  capacity  growth  rate  (and  the  demographic  factors  will 
impact  primarily  on  the  economic  projections  through  a  slower  rate  of 
growth  in  the  labour  force).  Thus  this  report  concludes  that  Canada's 
econony  will  grow  at  an  average  annual  rate  of  4.3  per  cent  between  1978 
and  1985,  and  at  a  3.6  per  cent  rate  over  the  balance  of  the  decade. 
Business  investment  in  machinery  and  equipment  will  also  be  strong 
throughout  the  decade,  viiile  housing  expenditures  are  projected  to  lag 
behind  the  econcany.  Accelerated  activity  in  the  government  and  consumer 
spending  sectors  other  than  durables  which  occurred  during  much  of  the 
1970s  cannot  be  expected  in  the  1980s. 

Table  18 

Projected  Growth  and  Distribution  of  Real  GNP  (1971  Dollars)  Conponents  in 

Canada:  1978-1985  and  1985-1990 


Average 

annual 

Distribution 
1977    1985 

growth 

rate 

1978-1985 

1985-1990 

(Per  cent) 

Personal  expenditures 

63.2 

63.3 

4.4 

3.6 

Durable  goods 

11.1 

11.6 

4.9 

Semi-durable  goods 

8.9 

9.1 

4.7 

Non-durable  goods 

18.2 

17.3 

3.7 

Services 

25.0 

25.3 

4.5 

Government  expenditures  on 

goods  and  services 

18.2 

16.4 

3.0 

3.6 

Gross  fixed  capital  formation 

22.3 

22.1 

4.2 

4.6 

Government 

3.2 

2.7 

1.8 

Business 

19.1 

19.4 

4.6 

Residential  construction 

5.0 

3.6 

.3 

Non-residential  construction 

6.3 

6.6 

5.0 

Machinery  and  equipment 

7.8 

9.2 

6.6 

Exports 

23.0 

24.7 

5.3 

3.6 

Imports 

-26.8 

-26.5 

4.2 

4.6 

GNP 

100.0 

100.0 

4.3 

3.6 

Source  These  projections  were  made  by  the  authors  and  are  consistent  with 
the  real  GNP  projections  set  out  in  Tables  9  and  10. 
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7.   FINANCIAL  INTERMEDIATION  AND  1HE  FLCW  OF  FUNDS 

Canada,  as  a  mature  industrial  economy,  generates  both  a  high  vol- 
ume of  savings  and  a  high  volume  of  capital  formation.  The  interplay 
between  savings  and  investment  can  be  framed  analytically  in  terms  of  a 
flow  of  funds  accounting  statement. 

Flow  of  funds  figures  provide  a  means  for  tracing  the  movements  of 
funds  from  the  ultimate  savers  in  the  economy  towards  the  ultimate 
spending  sectors.  Indeed,  the  statistics  set  out  in  Table  19  highlight 
the  flow  of  savings  and  the  net  lending  or  borrowing  positions  of  thir- 
teen major  sectors  in  the  Canadian  economy  in  1967  and  1977.  Though  it 
is  not  evident  in  these  figures,  the  thirteen  designated  sectors  both 
save  and  spend,  but  what  this  study  is  primarily  interested  in  is  their 
net  position. 

First,  let  us  consider  the  savings  decision.  In  1977,  gross  sav- 
ings in  Canada  for  these  thirteen  sectors  amounted  to  $48.9  billion, 
representing  23.3  per  cent  of  Canada's  GNP.  Ten  years  earlier,  the 
ratio  of  savings  to  gross  national  product  was  23.9  per  cent.  Since 
savings  ultimately  finance  investment,  the  ratio  of  gross  fixed  capital 
formation  to  GNP  (which  includes  in  the  numerator  government  investjnent, 
housing  investment,  and  business  investment  in  plant  and  machinery)  is 
identical  to  the  gross  savings-GNP  ratio. 

The  figures  in  Table  19  indicate  that  the  principal  saving  sectors 
are  the  personal  (including  unincorporated  business)  and  non-financial 
business  sectors  v^ich  between  them  contributed  over  80  per  cent  of  the 
flow  of  savings  in  1977.  In  1977,  unlike  1967,  the  federal  government 
provided  negative  savings,  while  provincial  and  local  governments  and 
hospitals  provided  a  significant  proportion  of  savings  in  both  1977  and 
1967  (11.4  per  cent  and  11.7  per  cent  respectively).  Even  though  the 
contribution  of  many  of  the  remaining  groups  to  gross  savings  is  rela- 
tively small,  their  role  is  iirportant  in  the  transfer  of  funds  from  the 
surplus  (or  net  lending)  sectors  to  the  deficit  (or  net  borrowing)  sec- 
tors of  the  economy.  Indeed,  these  transfers  of  funds  occur  not  only  to 
finance  capital  investment,  but  as  well  to  finance  consumer  spending  and 
government  deficits. 

The  remaining  sectors  are  the  financial  intermediaries  whose  role 
it  is  to  facilitate  the  flow  of  funds  between  the  ultimate  borrowing 
groups  and  the  ultimate  lending  groups.  This  intermediary  role,  the 
creation  of  assets  and  liabilities  with  little  or  no  gross  saving,  rep- 
resents the  important  role  intermediaries  take  on.  It  is  somewhat  diffi- 
cult to  classify  the  social  security  system  in  the  same  way  as  the  other 
sectors  since  it  has  features  which  are  common  both  to  ultimate  lenders 
as  well  as  to  a  financial  institution  which  holds  personal  savings  and 
invests  the  funds. 


165 


The  transfer  of  funds  implicit  in  the  financing  of  government 
spending  and  consumer  spending  is  performed  within  the  capital  market, 
which  in  fact  is  not  a  single  homogeneous  market,  but  encompasses  a  num- 
ber of  interrelated  financial  markets.  Thus  in  this  section  of  the  study 
we  consider  the  bond  market,  the  equity  market,  and  the  mortgage  irarket, 
since  in  each  of  these  markets  various  financial  assets  and  liabilites 
are  traded. 

The  transfer  process  involves  the  creation  of  legal  documents  v^iich 
set  out  the  terms  of  the  transfer.  These  documents  become  the  financial 
instruments  and  claims  that  are  traded  in  the  capital  market.  A  typical 
capital  market  transaction  involves  the  exchange  of  money  (a  key  finan- 
cial asset)  for  other  kinds  of  assets  such  as  common  stocks,  preferred 
stocks,  bonds,  mortgages,  debentures,  short-term  notes,  and  deposit  cer- 
tificates. The  borrower  creates  one  or  more  of  these  types  of  claims 
as  a  liability  against  itself  and  then  sells  it  to  a  lender. 

Turning  to  the  figures  in  Table  20,  one  observes  that  the  net  in- 
crease in  total  financial  assets  in  1977  was  $95.6  billion,  or  nearly 
twice  as  large  as  the  dollar  volume  of  domestic  savings,  and  almost  four 
times  as  large  as  the  value  of  net  lending.  The  private  financial  in- 
stitutions (banks,  near  banks,  insurance  companies,  pension  funds,  and 
sales  finance  and  consumer  loan  companies),  accounted  for  one-third  of 
the  net  increase  in  financial  assets.  But  the  role  of  private  institu- 
tions is  much  greater  than  this  since  the  liabilities  they  create  con- 
stitute a  significant  proportion  of  the  financial  assets  obtained  by 
other  sectors. 

The  role  of  term  conversion  by  the  financial  institutions  is  cru- 
cial in  facilitating  the  transfer  of  funds.  Savers  (or  tlie  suppliers  of 
funds)  often  prefer  to  purchase  financial  claims  which  are  short-term, 
liquid,  and  offer  a  low  degree  of  risk.  Borrowers,  on  the  other  hand, 
tend  to  prefer  to  issue  long-term  debt,  such  as  mortgages  and  bonds. 
The  differences  in  the  maturity  term  requirements  of  the  borrowers  and 
lenders  are  bridged  by  the  financial  intermediaries.  The  bulk  of  the 
liabilities  of  the  intermediaries  is  short-term,  such  as  deposits  and 
term  certificates  at  the  banks  and  trust  companies;  whereas  a  large 
proportion  of  the  assets  of  these  institutions  is  long-term,  such  as 
business  loans,  mortgages,   and  bonds. 

The  financial  institutions  profit  from  their  intermediary  role 
because  they  are  able  to  obtain  funds  fran  savers  at  a  lower  rate  than 
direct  lenders,  by  offering  them  a  less  risky  and  more  liquid  security. 
Institutions  are  able  to  borrow  on  favourable  terms  and  invest  the  funds 
by  pooling  them  so  as  to  diversify  the  risk.  Moreover,  intermediaries 
often  specialize  in  the  direction  of  certain  industries  or  asset- 
liability  categories.  Thus  the  role  of  financial  institutions  is  not 
restricted  to  the  matching  of  terms  and  yields  between  the  ultimate 
savers  and  borrowers. 
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As  t±ie  process  of  financial  intermediation  has  matured  in  Canada, 
each  new  institution  that  has  evolved  has  provided  a  specialized  service 
to  meet  the  needs  of  a  specific  market.  For  exanple,  through  their  bor- 
rowing and  lending  activities,  chartered  banks  have  provided  a  medium  of 
exchange  to  facilitate  the  growth  of  domestic  trade  and  other  oommercial 
ventures;  life  insurance  companies  have  offered  financial  protection  as 
their  major  service;  mortgage  loan  companies  have  organized  to  meet  the 
rapidly  developing  demand  for  long-term  credit  required  for  the  purchase 
of  houses  and  small  businesses;  credit  unions  and  caisses  populaires 
populaires  have  been  created  to  provide  satisfactory  borrowing  and 
savings  facilities  for  low  income  individuals;  and  sales  finance  and 
consumer  loan  companies  have  entered  into  the  consumer  loan  market  to 
bridge  the  gap  between  credit  unions  and  banks. 

It  has  only  been  in  the  post-war  period,  and  especially  since  the 
early  1960s,  that  vigorous  competition  has  grown  among  the  various  types 
of  financial  institutions.  This  direct  competition  has  manifested  it- 
self in  a  sharp  increase  in  the  numter  of  financial  instruments  availa- 
ble to  savers  (such  as  trust  company  certificates  and  certificates  of 
deposit),  a  narrowing  in  the  gap  between  the  return  on  assets  and  the 
cost  of  liabilities  for  these  institutions,  and  a  greater  degree  of  sen- 
sitivity of  interest  yields  on  thrift  instruments  in  response  to  general 
market  changes. 

The  increased  competition  after  1967,  together  with  the  possibility 
of  a  new  environment  after  1979  or  1980,  ironically  will  result  in  less 
specialization  in  the  future.  The  specialty  shop  nature  of  financial 
institutions  will  continue  to  give  way  more  rapidly  to  the  department 
store  type  of  institution.  Indeed,  the  pace  of  this  development  during 
the  1980s  and  the  1990s  is  expected  to  increase  sharply. 

A  detailed  review  of  the  personal  sector  (an  ultimate  lender)  and 
the  principal  financial  intermediaries  including  pension  funds  and  so- 
cial security  funds  is  provided  in  Tables  21  to  27.  The  personal  sec- 
tor, including  unincorporated  business,  was  a  net  lender  in  1977  in  the 
amount  of  $10.4  billion.  More  specifically,  its  net  increase  in  fi- 
nancial assets  was  in  excess  of  its  net  increase  of  liabilities  by  the 
$10.4  billion  figure.  The  bulk  of  the  increase  in  personal  assets  was 
in  bank  deposits,  mortgages,  bonds,  life  insurance,  and  pensions. 
Mortgage  debt  represented  nearly  70  per  cent  of  the  increase  in  personal 
liabilities  in  1977,  with  consumer  debt  and  various  other  loans  account- 
ing for  the  rest  of  the  liability  increases  for  the  personal  sector  (see 
Table  21). 

It  was  noted  earlier  that  non-financial  corporations  are  a  princi- 
pal borrowing  sector  in  the  economy.  This  business  sector  increases  its 
liabilities  by  the  issuance  of  equity,  bonds  or  via  direct  borrowing. 
The  business  sector  expands  its  financial  assets  mainly  through  in- 
creases in  the  volume  of  trade  credit  and  claims  on  associated  enter- 
prises or  firms  (see  Table  22). 
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Another  principal  borrowing  group  in  1977  was  the  federal  govern- 
ment. Its  liabilities  increased  through  the  issuance  of  goveminent  bonds 
(including  Canada  Savings  Bonds)  and  shorter-term  treasury  bills.  The 
federal  goveminent  increased  its  asset  holdings,  principally  through  its 
deposits  at  the  chartered  banks  and  at  the  Bank  of  Canada,  and  via  loans 
to  the  private  sector  (see  Table  23). 

Banks,  near-banks,  insurance  cotpanies,  and  private  pension  funds 
largely  play  an  intermediary  role,  since  their  combined  net  loans  (or 
borrowings)  are  small  in  absolute  terms.  Institutional  practices,  as 
well  as  the  legal  and  regulatory  framework  in  Canada,  determine  their 
mix  of  assets  and  liabilities.  The  principal  liability  items  for  the 
chartered  banks  and  the  near-banks  are  deposits.  The  principal  assets 
of  the  banking  and  near-banking  sectors  are  consumer  loans,  mortgages, 
kxDnds,  and  stocks.  Included  under  the  umbrella  definition  of  near-banks 
are  the  Quebec  Savings  Banks,  credit  unions  and  caisses  populaires, 
trust  companies,  and  mortgage  loan  companies.  Insurance  companies  and 
pension  funds  include  life  insurance  companies,  fraternal  benefit 
societies,  and  trusteed  pension  funds  (see  Tables  24  and  25). 

The  life  insurance  companies  and  the  trusteed  pension  funds  were 
net  borrowers  in  1977.  Their  principal  liabilities  were  pension-related 
liability  payments  and  life  insurance.  Their  assets  are  distributed 
primarily  towards  Canadian  holdings  of  mortgages,  bonds,  and  stocks. 
Trusteed  pension  fund  assets  totalled  $24.7  billion  (at  market  value)  in 
1976.  Private  pension  funds  held  46.4  per  cent  of  their  assets  in  bonds, 
24.7  per  cent  of  their  assets  in  stocks,  and  3.5  per  cent  of  their  as- 
sets in  mortgages  in  1976  (see  Tables  26  and  28). 

Lastly,  the  figures  in  Table  27  deal  with  Canada's  social  security 
system.  It  should  be  noted  that  these  figures  relate  basically  to 
changes  in  assets  and  liabilities.  Thus  the  figures  refer  to  CPP  and 
QPP,  even  though,  in  fact,  Canada's  social  security  system  includes  OAS 
and  CIS  as  well.  The  social  security  system  has  been  a  net  lender  since 
its  inception,  and  net  lending  in  1977  amounted  to  $2.2  billion.  Most  of 
the  funds  were  invested  in  provincial  government  bonds  ($1.6  billion), 
while  $608  million  were  loaned  to  associated  government  enterprises. 

Mortgage  finance  increased  in  total  value  by  $16.9  billion  in  1977 
over  1976  levels,  as  banks,  life  insurance  companies,  near-banks,  and 
the  trusteed  pension  funds  took  up  the  bulk  of  new  mortgage  finance  (see 
Table  29).  In  1977,  $18.7  billion  worth  of  new  bonds  were  issued,  of 
which  over  $14  billion  were  federal,  provincial,  and  municipal  txjnds. 
Bonds  were  sold  to  the  major  financial  intermediaries,  the  rest  of  the 
world,  and  the  personal  sector  in  1977.  But  a  key  point  to  note  is  that 
the  federal  social  security  plan  purchased  $1.6  billion  in  provincial 
government  debt  in  1977.  Indeed,  the  social  security  system  stood  sec- 
ond only  to  the  external  sector  in  terms  of  provincial  government  bond 
financing  in  that  year. 
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Canada's  outstanding  consumer  credit  balances  reached  $32.4  billion 
by  the  middle  of  1978,  with  chartered  banks  supplying  the  bulk  of  these 
funds.  Indeed,  the  1967  Bank  Act  provided  the  Canadian  chartered  banks 
with  significant  flexibility  in  the  personal  lending  area,  and  the  bank 
share  of  total  consumer  credit  nearly  doubled  over  the  past  ten  years. 
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Table  21 

Persons  and  UnincxDrporated  Business: 

Liabilities:  1975-1977 


Changes  in  Selected  Assets  and 


1975 


1976 


1977 


Gross  saving 

Capital  consuitption  allowances 

Net  saving 
Net  lending  or  borrowing 
Net  increase  in  financial  assets 

Currency  and  deposits 

Mortgages 

Bonds 

Stocks 

Life  insurance  and  pensions 
Net  increase  in  liabilities 

Consumer  credit 

Trade  credit 

Bank  loans 

Other  loans 

Mortgages 


(Mill 

ions  of  dollars) 

17,538 

19,187 

21,772 

5,498 

6,179 

6,824 

12,040 

13,638 

14,948 

9,293 

8,898 

10,390 

22,128 

26,266 

31,160 

12,468 

16,246 

17,712 

217 

2,347 

3,634 

3,241 

220 

2,813 

-474 

-616 

-1,148 

5,114 

6,176 

6,844 

13,730 

19,747 

23,767 

3,201 

3,851 

3,344 

1,188 

1,496 

1,827 

830 

2,523 

2,034 

134 

390 

470 

8,292 

11,475 

16,060 

Source  Statistics  Canada,  Financial  Flow  Accounts 
Cat.  13-002,  Table  2-1. 


First  Quarter  1978, 
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Table  22 

Non-financial  Corporations: 

1975-1977 


Changes  in  Selected  Assets  and  Liabilities: 


1975 

1976 

1977 

(Millions  of  dollars) 

Gross  saving 

13,125 

16,110 

17,906 

Capital  consumption  allowances 

9,168 

10,402 

11,550 

Net  saving 

3,957 

5,708 

6,356 

Net  lending  or  borrowing 

-3,285 

-4,504 

-2,823 

Net  increase  in  financial  assets 

6,559 

5,610 

6,911 

Currency  and  deposits 

377 

1,503 

261 

Trade  credit 

3,759 

2,276 

3,446 

Mortgages 

7 

79 

67 

Bonds 

126 

-55 

-20 

Stocks 

-29 

23 

25 

Claims  on  associated  enterprises 

1,194 

1,452 

1,963 

Net  increase  in  liabilities 

10,608 

10,891 

12,248 

Trade  payable 

2,523 

1,177 

1,758 

Loans 

3,345 

3,690 

3,019 

Bonds 

2,112 

2,132 

2,079 

Stocks 

960 

993 

2,230 

Source  Statistics  Canada,  Financial 

Flow  Accounts 

-  First 

Quarter  1978, 

Cat.  13-002,  Table  2-2. 


Table  23 

Federal  Government: 

1977 


Changes  in  Selected  Assets  and  Liabilities:  1975- 


1975 


1976 


1977 


(Millions  of  dollars) 

Gross  saving  -2,677  -2,043  -6,187 

Capital  consumption  allowances  438  499  571 

Net  saving  -3,115  -2,537  -6,758 

Net  lending  or  borrowing  -3,909  -3,256  -7,443 

Net  increase  in  financial  assets  1,027  1,545  1,349 

Currency  and  deposits  -752  -823  1,350 

Other  loans  518  385  620 

Claims  en  associated  enterprises  1,093  2,379  237 

Net  increase  in  liabilities  4,651  4,298  7,935 

Treasury  bills  570  1,645  2,470 

Bonds  3,416  2,543  5,684 

Source  Statistics  Canada,  Financial  Flew  Accounts  -  First  Quarter  1978, 
Cat.  13-002,  Table  2-32. 
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Table  24 
Chartered  Banks; 


Changes  in  Selected  Assets  and  Liabilities:  1975-1977 


1975 


1976 


1977 


(Millions  of  dollars) 


Gross  saving 

575 

563 

683 

Capital  oDnsuitption  allowances 

80 

88 

112 

Net  saving 

495 

475 

571 

Net  lending  or  borrowing 

389 

365 

491 

Net  increase  in  financial  assets 

8,542 

15,726 

14,743 

Consumer  credit 

2,358 

3,002 

2,554 

Other  bank  loans 

4,872 

7,094 

4,921 

Mortgages 

1,651 

1,346 

2,630 

Bonds 

451 

588 

1,065 

Stocks 

1,623 

Other  assets 

Net  increase  in  liabilities 

8,221 

15,437 

14,238 

Currency  and  deposits 

7,771 

15,050 

13,899 

Bonds 

-8 

23 

18 

Stocks 

179 

117 

92 

Source  Statistics  Canada,  Financial 

Flow  Accounts 

-  First 

Quarter  1978, 

Cat.  13-002,  Table  2-12. 


Table  25 
Near-Banks : 


Changes  in  Selected  Assets  and  Liabilities,  1975-1977 


1975 


1976 


1977 


(Millions  of  dollars) 


Gross  saving 

126 

142 

180 

Capital  consumption  allowances 

13 

13 

13 

Net  saving 

113 

129 

167 

Net  lending  or  borrowing 

57 

25 

46 

Net  increase  in  financial  assets 

5,789 

7,681 

9,343 

Consumer  credit 

545 

742 

701 

Other  loans 

198 

461 

20 

Mortgages 

3,779 

5,053 

493 

Bonds 

450 

254 

223 

Stocks 

83 

93 

374 

Currency  and  deposits 

522 

563 

519 

Net  increase  in  liabilities 

5,820 

7,650 

9,296 

Currency  and  deposits 

5,377 

6,620 

8,219 

Bonds 

128 

337 

209 

Stocks 

128 

151 

197 

Loans 

12 

115 

298 

Source  Statistics  Canada,  Financial 

Flow  Accounts 

-  First 

Quarter  1978, 

Cat.  13-002,  Table  2-13. 
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Table  26 

Insurance  Companies  and  Pension  Funds; 

Liabilities:  1975-1977 


Changes  in  Selected  Assets  and 


1975 


1976 


1977 


Gross  saving 

Capital  consumption  allowances 

Net  saving 
Net  lending  or  borrowing 
Net  increase  in  financial  assets 

Mortgages 

Bonds 

Stocks 

Foreign  investments 
Net  increase  in  liabilities 

Life  insurance  and  pensions 


(Millions  of  dollars) 


32 

35 

36 

23 

23 

24 

9 

12 

12 

-93 

-130 

-74 

5,043 

6,070 

6,756 

1,308 

1,718 

2,035 

2,656 

2,678 

3,112 

655 

964 

506 

150 

185 

53 

5,136 

5,200 

6,830 

5,136 

5,200 

6,830 

Source  Statistics  Canada,  Financial  Flow  Accounts 
Cat.  13-002,  Table  2-8. 


First  Quarter  1978, 
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Table  27 

Social  Security  F\ands: 

1975-1977 


Changes  in  Selected  Assets  and  Liabilities: 


1975 


1976 


1977 


(Millions  of  dollars) 


Total  social  security  funds 
Gross  saving 
Net  saving 
Net  lending  or  borrowing 
Net  financial  investment 
Net  increase  in  financial  assets 
Bonds 

Government  of  Canada  bonds 
Provincial  Government  bonds 
Claims  on  associated  enterprises: 

Government 
Other  financial  assets 

Federal  social  security  funds 
Gross  saving 
Net  saving 
Net  lending  or  borrowing 
Net  financial  investment 
Net  increase  in  financial  assets 
Bonds 

Government  of  Canada  bonds 
Provincial  Government  bonds 
Claims  en  associated  enterprises; 

Government 
Other  financial  assets 

Provincial  social  security  funds 
Gross  saving 
Net  saving 
Net  lending  or  borrowing 
Net  financial  investment 
Net  increase  in  financial  assets 
Claims  on  associated  enterprises: 

Government 
Other  financial  assets 


2,003 


2,183 


2,258 


2,003 

2,183 

2,258 

2,003 

2,183 

2,258 

2,003 

2,183 

2,258 

2,003 

2,183 

2,258 

1,400 

1,519 

1,654 

10 

11 

11 

1,390 

1,508 

1,643 

582 

643 

630 

21 

21 

-26 

1,473 

1,562 

1,675 

1,473 

1,562 

1,675 

1,473 

1,562 

1,675 

1,473 

1,562 

1,675 

1,473 

1,562 

1,675 

1,400 

1,519 

1,654 

10 

11 

11 

1,390 

1,508 

1,643 

73 

42 

22 

1 

-1 

530 

621 

583 

530 

621 

583 

530 

621 

583 

530 

621 

583 

530 

621 

583 

509 

601 

608 

21 

20 

-25 

Source  Statistics  Canada,  Financial  Flow  Accounts  -  First  Quarter  1978, 


Cat.  13-002,  Table   2-37. 
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Table  29 

Financing  the  Mortgage  Market  in  1977 


Millions  of 
dollars 


Per  cent 
Distribution 


Total  change  in  liabilities 

Persons  and  unincorporated  business 

Non-financial  private  oorporations 
Sources  of  financing 

Persons  and  unincorporated  business 

Chartered  banks 

Near  banks 

Life  insurance  conpanies 

Trusteed  pension  plans 

Other 


16,899 

16,060 

649 


3,634 

21.5 

2,630 

15.6 

6,503 

38.5 

1,197 

7.1 

829 

4.9 

2,106 

12.5 

Source:  Statistics  Canada,  Financial  Flow  Accounts,  First  Quarter  1978, 
Cat.  13-002. 
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(Per  cent) 

34.7 

39.9 

50.3 

63.7 

28.0 

24.4 

16.5 

8.3 

5.6 

6.5 

5.0 

3.9 

2.0 

.2 

.2 

.3 

9.0 

7.4 

6.5 

4.4 

.5 

1.8 

12.7 

12.8 

13.7 

15.1 

9.7 

8.8 

7.3 

5.2 

Table  32 

Relative  Distribution  of  Consumer  Credit  Balances  by  Major  Holders  -  Eiid 

of  Period:     Selected  Years  1967-1978 

1967       l970       1973       1978 

Chartered  banks 

Sales  finance  and  consumer  loan  coirpanies 

Life  insurance  companies 

Quebec  savings  banks 

Retail  dealers 

Trust  and  mortgage  loan  companies 

Credit  unions  and  caisse  populaires 

Retail  dealers 

Source     Bank  of  Canada,  Monthly  Review,   February,   1979. 


8.      THE  DISTRIBUTION  OF  TDTAL  FINANCIAL  ASSETS:      1967-1977 

The  figures  set  out  in  the  preceding  section  refer  to  changes  in 
the  stocks  of  assets  and  liabilities  for  the  thirteen  principal  sectors 
of  the  economy.  The  same  Statistics  Canada  sources  compile  statistics  on 
year-end  asset  holdings  for  the  major  sectors,  thus  providing  another 
reference  point  for  the  growth  of  financial  institutions,  and  for  the 
change  in  the  liability  and  asset  positions  of  the  principal  lenders  and 
borrowers.  The  latest  flow  of  fund  figures  available  on  the  stock  of 
assets  were  for  calendar  year  1976,  though  we  were  able  to  update  the 
figures  on  the  basis  of  more  recent  flow  of  funds  data. 

According  to  the  figures  in  Table  33  the  stock  of  total  financial 
assets  at  the  end  of  1977  totalled  $898.9  billion.  The  private  financial 
intermediaries  -  the  banks,  near-banks,  insurance  companies,  pension 
funds,  mortgage  companies,  etc.,  -  held  about  $273  billion  in  assets, 
the  social  security  fund  about  $17.2  billion  in  assets,  v^ile  the  exter- 
nal sector  held  about  $104  billion  in  assets.  As  Statistics  Canada 
notes,  the  corpilation  of  these  aggregate  and  sector  asset  figures  is 
derived  mainly  from  book  valuation  estimates,  even  though  market  valua- 
tion provides  a  superior  measure. 

As  the  data  in  Table  34  suggest,  the  growth  in  the  aggregate  of 
total  financial  assets  has  been  remarkably  similar  to  that  of  Canada's 
nominal  GNP  since  1961.  But  there  have  been  some  striking  differences 
in  growth  rates  for  various  sectors.  The  assets  of  social  security 
funds,  banks,  near-banks,  and  non-financial  government  enterprises  have 
recorded  growth  rates   in  excess  of  Canada's  noninal  GNP. 

At  this  point  it  is  inportant  to  consider  the  issue  of  whether  or 
not  there  should  be  a  consistent  relationship  between  the  growth  of 
total  financial  assets  and  the  growth  of  Canada's  (3^.     Indeed,    what   an 
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empirical  elasticity  of  unity  seems  to  imply  is  that  the  financial  in- 
termediation process  has  been  relatively  constant,  though  underlying 
shifts  have  occurred  among  financial  sectors.  While  there  is  no  theo- 
retical formulation  for  explaining  this  apparent  constant  relationship  - 
that  is,  that  total  financial  intermediation  should  remain  constant  - 
the  observation  forms  a  necessary  starting  point  for  the  projections 
which  are  made  in  this  study.  The  historical  elasticity  figures  which 
are  recorded  in  Table  34  for  the  total  financial  system,  and  for  tlie 
major  sectors,  simply  relate  the  percentage  change  in  a  group's  assets 
to  the  percentage  change  in  nominal  GNP.  The  year  1967  was  chosen  as  a 
starting  point  for  the  comparisons,  since  that  year  ushered  in  a  signif- 
icant change  in  the  Canadian  Bank  Act  v^ich  had  major  implications  for 
financial  asset  competition  among  the  financial  institutions. 

The  data  in  Table  35  set  out  the  Canadian  dollar  assets  of  the 
principal  financial  institutions  in  Canada.  The  chartered  banks,  of 
course,  loom  large  in  this  review  of  financial  intermediation,  since 
their  Canadian  dollar  assets  account  for  about  46  per  cent  of  total 
financial  institution  assets.  Under  the  umbrella  of  the  Bank  Act,  ex- 
pected to  be  passed  in  1980,  the  banks  and  near-banks  are  expected  to 
grow  mDre  similar  in  their  asset  and  liability  mix,  as  the  department 
store  concept  for  financial  institutions  is  expected  to  dominate  in  the 
future.  In  essence,  the  new  Bank  Act  will  further  break  down  the 
specialization  barriers  that  exist  among  institutions  which  accept 
deposits. 

The  figures  in  Table  36  also  reveal  a  close  correspondence  between 
the  growth  of  the  Canadian  dollar  assets  of  financial  institutions  and 
the  growth  of  Canada's  (3SIP.  Thus,  between  1967  and  1978,  Canada's  nani- 
nal  GNP  rose  at  an  average  annual  rate  of  12.1  per  cent,  while  the  col- 
lection of  financial  assets  increased  at  a  rate  of  13.1  per  cent.  But 
the  distribution  of  private  financial  assets  between  1967  and  1978  has 
shifted  in  favour  of  the  banks  and  near-banks  and  away  from  the  contrac- 
tual savings  sector  of  the  economy  and  the  sales  finance  and  consumer 
loan  oonpanies.  This  shift  in  distribution  of  private  financial  assets 
can  be  detected  in  the  figures  in  Table  36. 

Between  1967  and  1978,  banks  and  near-banks  (with  the  exception  of 
Quebec  Savings  Banks)  grew  more  rapidly  than  the  financial  system  as  a 
whole,  and  thus  increased  their  share  of  total  financial  assets  rather 
dramatically.  For  example,  the  banks'  share  rose  by  6  percentage  points, 
trust  and  mortgage  loan  companies  1.75  percentage  points,  and  credit 
unions  and  caisses  populaires  2.7  percentage  points.  Oi  the  other  hand, 
the  life  insurance  oonpanies,  sales  finance  oortpanies,  and  consumer  loan 
companies  all  experienced  declines  in  their  share  of  outstanding  finan- 
cial assets  -  though  it  was  the  life  insurance  companies  which  experi- 
enced the  mDst  dramatic  relative  deterioration  in  assets.  Trusteed  pen- 
sion funds  held  13.2  per  cent  of  financial  intermediary  assets  in  1978, 
virtually  unchanged  frcm  the  1967  level. 
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"Hie  asset  growth  figures  in  Table  36  mask  to  some  degree  the  fact 
that  the  chartered  banks,  which  held  a  dominant  position  in  1967, 
greatly  enhanced  their  business  opportunities  by  1978  and  experienced  a 
$96  billion  rise  in  total  Canadian  dollar  assets  over  this  period  (ap- 
proximately 50  per  cent  of  the  total  increase  in  financial  assets). 
Several  positive  factors  occurred  between  1967  and  the  late  1970s  to 
generate  this  rapid  expansion  of  banking  activity: 

-  an  accelerated  growth  rate  in  the  money  supply; 

-  severe  housing  inflation  and  periods  of  strong  housing  demand 
coinciding  with  the  1967  Bank  Act  changes  which  allowed  the 
banks  to  expand  vigorously  in  the  mortgage  market;  and 

-  a  strong  increase  in  nominal  consumer  spending  which  coincided 
with  the  new  bank  flexibility  to  manipulate  deposit  rates  and 
consumer  lending  rates. 

The  near-banks  (trust  companies,  mortgage  loan  companies,  credit 
unions,  etc.)  also  benefited  from  the  relatively  strong  economy  which 
created  a  buoyant  housing  and  consumer  goods  market  over  that  period. 
Additionally,  however,  the  banks  gained  because  accelerating  inflation 
appeared  to  increase  their  competitive  edge  in  attracting  funds  froia  the 
life  insurance  ooirpanies,  sales  finance  companies,  and  consumer  loan 
firms.  Even  though  sales  finance  oonpanies  and  the  oonsuirer  loan  compan- 
ies were  tuned  in  to  the  strong  consumer  credit  demand  between  1967  and 
1976,  the  more  aggressive  competition  from  banks  and  credit  unions  con- 
tributed to  their  relatively  slow  growth  of  assets. 
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Table  36 

Growth  and  Distribution  of  Canadian  Dollar  Assets  of  Major  Financial 

Intermediaries:  1967-1978 

Average  annual 

growtli  in  Distribution 

assets  of  assets 


5.4 

8.4 

.8 

.6 

21.6 

12.4 

13.0 

13.2 

Financial  institution 1967-1978 1967     1978 

(Per  cent) 
Banks  15.3  40.5     46.4 

Near-banks 

Trust  companies  and  mortgage 

loan  oonpanies  16.1  11.4     14.2 

Credit  unions  and  caisses 

pcpulaires  18.6 

Quebec  savings  banks  10.0 

Contractual  savings 

Life  insurance  conpanies  8.3 

Trusteed  pension  funds  14.1 

Sales  finance  conpanies  and 
consumer  loan  conpanies  9.6  7.2     4.7 

Itotal  13.9(12.1) (a)   100.0(b)  100.0(b) 

a  Average  annual  growth  rate  for  nominal  GNP,  1967  to  1978. 
b  May  not  sum  to  100.0  per  cent  because  of  rounding. 

Source  See  Table  35. 

9.   CAPITAL  MARKET  PROJECTIONS:  THE  1980s 

a)  Demand  for  Funds 

The  previous  two  sections  of  this  report  outlined  the  role  of  fi- 
nancial institutions  in  the  intermediation  process  between  savers  (len- 
ders) and  investors  (borrowers).  As  the  discussion  and  data  in  section 
7  demonstrated,  four  of  the  five  major  non-financial  groups  (i.e.,  indi- 
viduals and  unincorporated  business,  corporations,  government,  and  the 
foreign  sector)  can  be  regarded  as  both  lenders  and  borrowers.  That  is, 
within  each  of  these  groups  there  are  separate  borrowing  and  lending  en- 
tities, some  of  v^ich  are  accumulating  financial  assets  vi^ile  others  are 
issuing  financial  liabilities.  In  this  section  of  the  report  we  will 
focus  on  the  future  borrowing  requirements  of  these  groups  and  the  mix 
of  financial  liabilities  that  will  be  issued  to  support  the  demands. 

Prior  to  setting  out  a  forecast  of  aggregate  borrowing  demands  and 
the  distribution  of  financial  liabilities,  it  is  useful  to  consider  the 
course  of  such  financial  developments  since  1961.  Table  37  records  the 
dollar  value  of  total  financial  liabilities  (assets)  for  the  years  1961, 
1967,  1973,  and  1976.  In  addition,  the  total  dollar  value  and  distribu- 
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tion  of  the  principal  financial  liabilities  of  the  four  non-financial 
groups  are  included  in  this  table.  Two  key  developments  stand  out  in 
the  data.  (Dver  the  period  1961  to  1976,  consumer  credit,  bank  loans, 
and  ntDrtgages  have  each  increased  as  a  proportion  of  total  financial 
liabilities.  On  the  other  hand,  the  bonds'  and  equities'  shares  have 
declined  steadily. 

One  additional  observation  en  these  statistics  is  that  among  bonds, 
the  provincial  share  has  increased  not  only  in  relation  to  total  bond 
liabilities  but  also  to  total  financial  liabilities.  These  trends  may 
directly  reflect  large-scale  public  utility  investments  financed  by  the 
provincial  governments  or  indirectly  rising  demands  for  expenditures  by 
provincial  governments  in  the  health,  education,  and  social  assistance 
areas.  Clearly  the  availability  of  funds  from  the  CPP/QPP  eased  the 
financial  borrowing  constraint  on  the  provinces,  permitting  them  to  be 
more  willing  to  meet  such  increasing  demands. 

The  critical  question  for  this  study  is  whether  these  financial 
developments  will  continue  in  the  1980s.  The  answer  is  both  yes  and  no. 
In  order  to  demonstrate  v^ich  trends  will  continue  and  which  ones  may 
reverse,  it  is  necessary  to  draw  tpon  naterials  presented  above  in  sec- 
tions 1  to  4  and  6  of  the  study.  Starting  with  the  consumer  sector  (in- 
dividuals and  unincorporated  business)  one  notes  that  two  critical  fac- 
tors have  been  at  work.  Over  the  past  fifteen  years  the  share  of  GNP 
accounted  for  by  total  consumer  expenditures  has  risen  cnly  marginally, 
although  among  consumer  items,  expenditures  on  durables  have  increased 
sharply.  And  financing  of  consumer  expenditures  occurs  mDst  frequently 
for  durables  and  semi-durable  commodities.  The  other  key  factor  stems 
from  the  demographic  projections  for  the  next  decade.  As  was  illustrated 
elsev^ere,  Canada  can  expect  its  population  to  become  noticeably  older 
in  the  1980s,  with  the  age  group  30  to  49  displaying  the  most  rapid  rate 
of  growth  over  the  period  1978  to  1990.  It  is  within  this  age  group 
that  spending  on  durables  and  semi-durables  represents  the  largest  pro- 
portion of  total  expenditures. 

The  latter  demographic  fact  implies  that  the  observed  trend  of  an 
increasing  proportion  of  total  consumer  expenditures  to  GNP  being 
accounted  for  by  spending  on  durables  (and  to  a  lesser  extent  semi- 
durables)  is  likely  to  continue  in  the  1980s.  Indeed,  the  authors 
project  tlie  aggregate  demand  distribution  for  1985  and  1990  as  set  out 
in  Table  18. 

In  light  of  our  expectations  with  regard  to  the  growth  and  distri- 
bution of  consumer  spending  to  1990,  one  can  project  a  continuation  of 
the  past  increases  in  the  consumer  credit  share  of  total  financial  lia- 
bilities. But  the  upward  trend  will  moderate  somewhat  because  the  pro- 
portion of  durables  and  semi-durables  expenditures  financed  externally 
will  decline.  Earlier  in  this  study  it  was  noted  that  the  personal  sav- 
ings rate  in  1978  was  close  to  its  record  high  attained  in  1975,  and 
with  some  expected  moderation  in  the  rate  of  inflation,  the  personal 
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savings  rate  may  trend  lower,  thus  providing  resources  to  finance  con- 
sumer expenditures.  Consequently,  we  expect  consumer  credit  outstanding 
to  comprise  about  3.7  and  3.8  per  cent  of  total  financial  liabilities  in 
1985  and  1990  respectively.  These  ratios  compare  to  a  3.4  per  cent  share 
in  1976  and  2.5  per  cent  in  1961  (see  Table  37). 

In  section  3  of  this  study  the  prospects  for  tlie  housing  market  to 
1990  were  reviewed.  The  main  trends  in  this  area  indicate  little  if  any 
real  growth  in  tlie  level  of  expenditures  in  residential  construction  to 
1985,  and  negative  real  growth  between  1985  and  1990.  Indeed,  the  share 
of  residential  construction  to  total  GNP  should  decline  continually  over 
the  period  1978  to  1990  (see  Table  18).  The  real  growth  trends  should 
result  in  lower  relative  demands  for  mortgage  funds.  This  forecast  is 
based  partly  on  the  expectation  that  housing  inflation  will  not  outpace 
the  overall  rate  of  inflation,  let  alone  exceed  it  by  an  amount  suffi- 
cient to  offset  the  real  growth  trends.  Thus  the  figures  in  Table  37 
highlight  a  rather  sharp  reversal  from  the  past  vtien  mortgages  made  up 
an  increasing  share  of  total  financial  liabilities.  By  1985,  mortgages 
should  acount  for  8.5  per  cent  of  aggregate  financial  liabilities  as 
canpared  to  9.9  per  cent  in  1976.  The  ratio  is  expected  to  decline 
further  to  8  per  cent  by  1990. 

The  attention  on  asset  and  liability  distribution  now  shifts  to  the 
government  sector.  As  was  noted  in  section  1,  we  expect  that  a  con- 
tinuation of  spending  restraint  by  all  levels  of  government  will  be  a 
distinctive  feature  of  the  period  up  to  at  least  1985.  The  desire  by 
governments  to  reduce  their  budget  deficits  should  in  itself  result  in 
future  relative  reductions  in  borrowing  demands  stemming  from  this  sec- 
tor. In  addition,  the  overbuilding  of  electrical  generating  capacity  in 
several  provinces  during  the  past  decade  may  lead  to  lower  real  expan- 
sion in  future  generating  facilities  by  provincially  controlled  utility 
companies.  This  should  reduce  as  well  the  growth  of  borrowing  demands 
from  the  provincial  sector. 

Hov^ver,  fiscal  restraint  cannot  quickly  eliminate  large  government 
deficits.  In  the  absence  of  significant  tax  rate  increases  (such  as  the 
elimination  of  indexing  of  personal  income  taxes),  the  continuation  of 
double-digit  (in  billions  of  dollars)  or  near  double-digit  budget  defi- 
cits at  the  federal  level  are  expected  to  continue  until  the  early  1980s 
even  with  continued  restraint  chi  spending. 

These  various  trends  inply  the  following: 

1*  At  the  federal  level,  large  deficits  will  continue  for  some 
time,  even  with  a  program  of  restraint.  This  will  result  in 
borrowing  demands  outpacing  total  demands  until  1985,  so  that 
by  1985  the  government  of  Canada  bond  share  of  total  financial 
liabilities  should  approach  4.6  per  cent.  Beyond  1985,  contin- 
ued restraint  together  with  a  prospective  fuller  utilization  of 
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the  economy's  potential  capacity  should  contribute  to  better 
control  of  the  deficit  and  relatively  lower  borrowing  demands. 

2.  Budget  deficits  will  be  more  controllable  at  the  provincial 
level.  The  total  borrowing  demands  of  the  provinces  should 
rise  at  a  lower  rate  than  aggregate  borrowing.  Thus,  the  prov- 
incial bond  share  of  total  financial  liabilities  should  decline 
from  the  6  per  cent  level  in  1976  to  5.5  and  5  per  cent  by  1985 
and  1990  respectively. 

3.  Municipal  borrowing  needs  will  tend  to  parallel  those  of  the 
provincial  governments.  This  study  projects  a  decline  in  the 
share  of  municipal  liabilities  to  total  liabilities. 

The  corporate  sector  is  the  final  one  which  is  considered  in  this 
section.  In  section  2  of  this  report  it  was  noted  that  real  growth  in 
non-residential  construction  and  machinery  and  equipment  is  expected  to 
be  fairly  rapid  in  the  1980s,  stimulated  by  large-scale  energy  projects 
and  the  modernization  of  facilities  in  the  resource  industries.  Thus, 
private  investment  growth  should  exceed  the  real  growth  rate  of  aggre- 
gate GNP  at  least  until  1985. 

As  Table  18  indicates,  growth  in  real  business  investment  dominates 
the  economy  through  until  the  mid-1980s.  The  main  factors  explaining 
this  trend  are  already  in  place  -  particularly  the  scheduled  energy  in- 
vestment projects  (see  ^pendix  Table  1).  Indeed,  with  the  delays  al- 
ready experienced  in  this  area,  it  is  likely  that  the  capital  investment 
field  will  dominate  the  aggregate  demand  profile  for  the  second  half  of 
the  1980s  as   well. 

The  relatively  buoyant  expectations  for  the  business  investment 
sector  should  translate  into  relatively  large-scale  borrowing  demands. 
The  corporate  sector  will  raise  the  needed  funds  by  issuing  bonds  and 
equities  and  as  well  by  borrowing  frcm  the  chartered  banks.  As  a  result, 
we  have  projected  the  shares  of  other  Canadian  bonds,  equities,  and  bank 
loans  to  increase  between  1978  and  1990  (see  Table  37). 
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Table  37 

Relationship  of  Selected  Financial  Assets  to  Total  Assets,  Selected 

Years  1961-1977  and  Forecasts  1985  and  1990 


1961       1967 

1973 

1977 

(Millions  of 

dollars) 

Total  assets 

170,620     289,473 

540,198 

803,332 

Consumer  credit 

4,334       8,501 

17,484 

27,431 

Banks  loans 

6,055      12,666 

26,301 

44,286 

Mortgages 

12,036      24,200 

50,887 

79,198 

Bonds 

37,225      55,377 

86,524 

127,826 

Government  of  Canada 

16,745      19,533 

25,031 

34,200 

Provincial 

8,179      15,031 

29,267 

48,245 

Municipal 

4,224       7,527 

11,308 

15,403 

Other  Canadian 

8,077     13,286 

20,918 

29,978 

Equities 

20,000      31,504 

48,523 

68,358 

Projections 

Selected  ratios  to  total  • 

assets 

1985   1990 

(Per  cent) 

Consumer  credit 

2.5      2.9      3.2 

3.4 

3.7    3.8 

Bank  loans 

2.5      4.4      4.9 

5.5 

6.0    6.0 

Mortgages 

7.1      8.4      9.4 

9.9 

8.5    8.0 

Bonds 

21.8     19.1     16.0 

15.9 

15.7   14.8 

Government  of  Canada 

9.8      6.7      4.6 

4.3 

4.6    4.0 

Provincial 

4.8      5.2      5.4 

6.0 

5.5    5.0 

Municipal 

2.5      2.6      2.1 

1.9 

1.7    1.5 

Other  Canadian 

4.7      4.6      3.9 

3.7 

3.9    4.3 

Equities 

11.7     10.9      9.0 

8.5 

8.8    9.0 

Source  For  the  historical  data,  the  source  is  Statistics  Canada,  Finan- 

cial Flow  Accounts,  First  Quarter  1978,  Cat 

.  13-002 

1,  Table  1-' 

and  Financial  Flow  Accounts,  Vol.  II,  Cat.  13-563. 
b)  Supply  of  Funds 

The  four  major  sources  of  funds  (savings)  are  individuals  and  un- 
incorporated business,  business  enterprises,  government  including  CPP/ 
QPP,  and  the  foreign  sector.  For  the  first  three  groups  there  are  two 
sources  of  savings  -  the  excess  of  their  revenues  over  expenditures  (in- 
cluding taxes)  and  capital  consunption  allowances.  The  foreign  sector 
is  a  net  supplier  of  funds  whenever  the  current  account  is  in  a  deficit 
position,  and  during  the  past  quarter-century  this  has  been  the  case  in 
Canada  in  all  but  two  years  (1971  and  1972).  Generally,  the  foreign  sec- 
tor is  a  net  supplier  of  long-term  funds  -  direct  and  portfolio  invest- 
ment -  and  a  net  recipient  of  short-term  funds  (see  Table  38). 

Several  interesting  developments  have  occurred  in  the  distribution 
of  savings  during  the  past  fifteen  years.  Ttie  aggregate  savings  rate  (as 
measured  by  the  investment/GNP  ratio  vrfiich  is  the  exact  counterpart  to 
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the  gross  savings/GNP  ratio)  has  not  displayed  any  discernible  trend 
over  this  period.  In  current  dollar  terms  the  savings  rate  was  about  23 
per  cent  in  1978  as  compared  to  just  under  21  per  cent  in  1962  and  1963. 
However,  the  oonposition  of  aggregate  savings  has  changed  dramatically. 
The  savings  generated  by  persons  and  unincorporated  business  rose  stead- 
ily as  a  proportion  of  total  savings  betwen  the  mid-1960s  and  the  mid- 
1970s.  Por  example,  in  1965  this  sector  accounted  for  less  than  29  per 
cent  of  total  savings  and  in  1975  for  just  under  44  per  cent.  The  up- 
ward trend  has  moderated  during  the  past  three  years .  The  increase  of 
this  sector  was  entirely  the  result  of  higher  savings  (excess  of  reve- 
nues over  expenditures)  rather  than  capital  consumption  allowances  (see 
Table  38).  In  turn,  the  higher  personal  savings  contribution  reflected 
a  sharp  acceleration  in  the  personal  savings  rate  (savings  as  a  propor- 
tion of  personal  disposable  income)  between  the  early  and  mid-1970s, 
rather  than  an  increase  in  the  personal  income-GNP  and  personal  disposa- 
ble income-personal  income  ratios.  Indeed,  the  increase  in  the  former 
ratio  between  the  mid-1960s  and  the  mid-1970s  was  offset  by  the  decrease 
in  the  latter  ratio  over  this  same  period  (see  Table  39). 

Government's  role  as  a  supplier  of  savings  has  declined  sharply 
since  1974.  Capital  consumption  allowances  in  the  government  sector  as 
a  source  of  savings  has  remained  relatively  steady,  providing  about  6 
per  cent  of  total  savings.  The  government  savings  component  has  changed 
significantly.  CPP/QPP  contributions  to  total  savings  have  increased 
since  the  inception  of  these  plans  in  the  mid-1960s,  although  during  tlie 
past  few  years  their  share  has  levelled  off.  But  offsetting  the  CPP/QPP 
gains  have  been  increasing  deficits  at  all  levels  of  government  during 
the  1970s.  Thus  by  1977,  government  savings  excluding  capital  consump- 
tion allowances  have  been  negative. 

Business  savings'  share  of  total  savings  has  been  quite  volatile 
since  1962,  fluctuating  between  35  and  46  per  cent.  Downward  inventory 
valuation  adjustments,  particularly  since  tlie  mid-1960s  when  inflation 
rates  began  to  accelerate,  have  been  a  consistent  negative  component  of 
business  savings.  The  most  significant  part  of  business  savings  has 
been  capital  consunption  allowances  (CCA) .  They  have  accounted  gener- 
ally for  60  per  cent  or  more  of  total  business  savings  and  between  24 
and  31  per  cent  of  aggregate  savings.  The  business  CCA  share  of  total 
savings  has  dropped  sharply  since  1971  so  that  from  1974  onwards  the 
share  has  tended  to  be  below  25  per  cent.  The  acceleration  in  the  in- 
flation rate  since  1973  might  be  partly  responsible  for  this  develop- 
ment. Accounting  practices,  especially  for  valuing  physical  capital  and 
the  appropriate  depreciation  write-offs,  have  not  adjusted  to  a  mDre  in- 
flationary environment.  Hence,  capital  consunption  allowances  based  on 
historical  prices  do  not  adequately  reflect  the  much  higher  replacement 
values  of  the  capital  stock  and  so  are  serious  underestimates.  As  in- 
flation rates  moderate  and  recent  capital  investments  begin  to  represent 
a  greater  proportion  of  the  existing  capital  stock,  then  part  of  this 
accounting  problem  will  be  offset.  In  addition,  the  changes  in  tax 
treatment  of  depreciation  allowances  introduced  in  a  recent  federal  gov- 
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eminent  budget  should  accelerate  innovations  in  inflation  accounting,  as 
well  as  contribute  to  offsetting  the  recent  trend. 

Undistributed  corporate  profits  have  fluctuated  as  a  share  of  gross 
savings,  and  the  profit  share  has  ranged  between  16  and  23  per  cent. 
Obviously,  undistributed  corporate  profits  contributions  parallel  the 
moveinents  in  profits  generally.  Thus  it  is  not  surprising  that  the 
profits  to  savings  share  reached  23  per  cent  in  1974  when  corporate 
profits  climbed  to  13.5  per  cent  of  total  GNP  -  the  highest  ratio  in  the 
past  quarter  of  a  century.  Corporate  profits  in  turn  are  influenced  by 
capacity  utilization  rates  and  thus  the  business  cycle.  During  the 
early  stages  of  an  upturn,  as  capacity  utilization  rates  begin  rising 
sharply,  profit  margins  and  aggregate  profits  also  increase  signifi- 
cantly. During  the  latter  stages,  profit  increases  are  moderated  by 
rising  wage  gains.  Similarly,  during  the  early  stages  of  a  downturn, 
profits  fall  sharply  as  capacity  utilization  rates  fall. 

The  foreign  sector's  net  oontribution  to  aggregate  savings  reflects 
the  size  of  the  current  account  deficit  relative  to  GNP,  since  foreign 
sector  savings  are  the  net  capital  inflows  that  finance  the  current  ac- 
count deficit.  Since  1974,  the  current  account  deficit  has  remained  in 
excess  of  $4  billion  each  year,  surpassing  the  $5  billion  mark  in  1978. 
Thus  it  is  not  surprising  that  the  foreign  sector  has  contributed  around 
10  per  cent  of  total  savings  since  1975,  especially  since  governments 
have  been  diminishing  in  importance  as  a  source  of  savings. 

The  future  supply  of  gross  savings  will  be  affected  by  the  impact 
of  the  large  devaluation  of  the  Canadian  dollar  between  December  1976 
and  December  1978  on  future  current  account  balances,  the  expected  lev- 
elling off  in  the  net  contributions  to  the  CPP/QPP,  and  governments' 
push  towards  balancing  budgets.  None  of  these  factors  in  themselves 
should  impinge  directly  cxi  the  savings  contributions  (of  persons  and 
unincorporated  business).  They  will,  of  course,  have  indirect  effects. 
For  exarrple,  the  devaluation  of  the  dollar  should  offset  the  government 
restraint  program's  negative  impact  c«i  the  economy.  Further,  the  ab- 
sence of  any  significant  changes  in  CPP/QPP  contribution  rates  should 
leave  the  personal  disposable  income/personal  income  ratio  unaffected. 

Capital  oonsurrption  allowances  for  unincorporated  businesses  and 
individuals  should  provide  an  average  of  between  13  and  14  per  cent  of 
total  savings  over  the  period  1978  to  1990.  The  net  savings  component 
should  contribute  between  21  and  23  per  cent.  These  shares  represent  a 
decline  fran  the  current  levels.  This  reflects  the  expectation  that  the 
personal  savings  rate  should  drop  below  the  present  10  per  cent  rate  and 
average  between  7  and  8  per  oent  during  the  next  decade.  This  decline 
should  not  be  offset  or  exacerbated  by  changes  in  the  personal  income- 
GNP  and  personal  disposable  income-personal  income  rates.  While  the 
former  rate  increased  and  the  latter  decreased  during  the  1970s,  these 
trends  are  not  likely  to  continue.  Indexing  of  personal  income  taxes 
has  effectively  put  an  end  to  the  latter  trend.  As  for  the  former,  gov- 
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eminent  restraint,  especially  in  the  area  of  transfer  payments,  should 
curtail  the  upward  trend.  Moreover,  the  moderation  in  inflation  and 
interest  rates  should  also  serve  to  reinforce  the  impact  of  government 
restraint  since  rising  interest,  dividends  and  miscellaneous  investment 
income,  and  government  transfer  payments  were  primarily  responsible  for 
the  increasing  share  of  personal  income  to  GNP  (see  Table  40). 

In  the  business  sector,  changes  in  the  accounting  treatment  of 
depreciation  allowances,  together  with  rapid  growth  of  investment  in 
non-residential  construction,  machinery,  and  equipment  should  result  in 
significantly  larger  contributions  by  capital  oonsuirption  allowances  to 
total  savings.  Thus,  we  vould  project  a  share  averaging  close  to  28  per 
cent  over  the  period  1978  to  1985  and  between  30  and  32  per  cent  for  the 
period  1985  to  1990. 

Associated  with  government  efforts  at  restraint  is  a  desire  to 
stimulate  the  private  sector  and  to  reallocate  econonic  activity  essen- 
tially in  that  direction.  This  suggests  that  tax  policies  will  be  fa- 
vourable for  corporate  profits.  Therefore,  cne  would  expect  tlie  undis- 
tributed profits-total  savings  ratio  to  average  around  18  to  19  per  cent 
during  the  next  decade.  In  total  then,  the  corporate  sector's  share  of 
total  savings,  allowing  for  a  negative  2  per  cent  impact  for  the  inven- 
tory valuation  adjustment  (the  adjustment  is  negative  when  prices  are 
rising)  should  average  about  44  per  cent  between  1975  and  1985  and  47 
per  cent  between  1985  and  1990. 

As  for  the  foreign  sector,  the  prospective  impact  of  the  recent 
Canadian  dollar  devaluation  becomes  crucial.  If  the  devaluation  does 
not  dramatically  improve  Canada's  cost  competitive  position  over  time 
(there  is  always  the  possibility  that  relatively  lower  productivity 
growth  rates  or  sharply  higher  wage  gains  in  Canada  can  erode  the  short- 
term  cost  advantages  of  a  lower  dollar)  or  if  increasing  natural  gas 
sales  result  in  a  significant  ipward  move  in  the  international  value  of 
the  Canadian  dollar,  then  the  annual  current  account  deficit  could  con- 
tinue to  exceed  $4  or  $5  billion.  Sharply  higher  deficits  are  also 
quite  probable  in  this  scenario  because  of  the  rising  costs  of  servicing 
the  large  increases  in  Canada's  net  international  debt  registered  since 
1974.  Hence,  deficits  in  excess  of  $7  or  $8  billion  and  rising  further 
over  time  are  not  unreasonable  in  this  scenario.  Therefore,  in  this 
case  we  would  expect  the  foreign  sector  to  continue  contributing  around 
10  per  cent  to  total  savings. 

On  the  other  hand,  if  the  positive  impact  of  the  devaluation  pre- 
dominates over  any  negative  offsets,  then  the  current  account  deficit 
should  decline  botli  in  absolute  and  relative  terms  during  the  next  dec- 
ade. In  this  scenario,  the  foreign  sector's  contribution  to  total  gross 
savings  should  drop  to  about  the  4  to  5  per  cent  level.  In  addition, 
the  nore  rapid  rates  of  econonic  growth  that  should  occur  as  a  result 
between  1978  and  1983,  should  make  it  somewhat  easier  for  governments, 
particularly  the  federal  government,  to  bring  their  spending  more  in 
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line  with  their  revenues.  In  effect,  a  lower  foreign  sector  contribu- 
tion to  gross  savings  should  be  oompensaced  for  by  a  higher  government 
savings  share. 

We  now  focus  our  attention  on  governments'  oantributions  to  total 
gross  savings.  Despite  the  expectation  that  spending  restraint  will 
also  affect  investjtient  projects  by  governments  and/or  their  agencies, 
one  can  nevertheless  anticipate  that  government  capital  consumption 
allowances  will  comprise  between  5.5  and  6  per  cent  of  total  savings. 
There  are  two  opposing  factors  that  will  affect  the  net  savings 
coTiponent. 

First,  the  contribution  of  CPP/QPP  to  total  savings  should  remain 
at  about  2.5  per  cent  until  1985.  After  1985,  as  the  CPP  fund  moves  to- 
wards a  pure  pay-as-you-go  system,  in  the  absence  of  any  policy  changes 
that  would  attempt  to  maintain  the  CPP  as  a  partly  funded  system,  the 
CPP  share  of  total  savings  will  decline  quickly  towards  zero  prior  to 
1990.  Secondly,  the  government  restraint  program  is  expected  to  show 
increasing  signs  of  success  during  the  early  to  mid-1980s.  Thus,  while 
the  total  net  savings  of  government,  including  the  CPP/QPP,  should  re- 
main relatively  small  until  1981,  thereafter  some  positive  growth  could 
occur.  Consequently,  vfe  project  that  governments'  share  of  total  sav- 
ings (including  government  CCA)  shoijld  average  between  8  and  11  per  cent 
over  the  next  decade,  assuming  only  moderate  benefits  from  the  devalua- 
tion of  the  dollar. 

To  translate  the  various  projections  into  specific  savings  ratio  or 
dollar  values  requires  an  estimate  of  the  aggregate  savings-GNP  ratio, 
and  in  turn  a  projection  of  the  current  dollar  value  of  GNP.  In  section 
4,  we  provided  an  estimate  of  the  expected  average  annual  growth  rates 
for  nominal  GNP.  Using  the  growth  rates,  we  calculate  a  value  for  GNP 
of  $445.2  billion  in  1985  and  $685.4  billion  in  1990.  The  aggregate 
gross  savings  to  GNP  ratio  is  estimated  by  projecting  the  investment  to 
GNP  ratio,  since  it  is  the  numerical  counterpart.  According  to  the  dis- 
cussion in  the  previous  section,  business  investment  in  non-residential 
construction,  machinery,  and  equipment  should  outpace  the  growth  of  ag- 
gregate GNP.  However,  investment  in  residential  construction  and  by 
government  should  keep  the  aggregate  growth  rate  for  total  investment  in 
line  with  that  for  GNP,  at  least  until  1985.  Thus  the  investment  GNP 
rate  should  display  little  change  between  1978  and  1985. 

Ccgnbining  the  projections  of  the  savings-GNP  ratios  with  projec- 
tions of  OJP  yields  the  following  current  dollar  estimates  for  savings: 
1985  -  $98.5  billion;  1990  -  $150.4  billion.  The  projections  for  the 
various  sub-ooirponents  of  savings  and  the  above  savings  totals  are  com- 
bined to  produce  absolute  dollar  values  for  the  sub-components  of  sav- 
ings.    The  data  are  presented  in  Table  41. 
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c)  Asset  Growth  and  Conposition 

In  this  section  we  focus  on  the  expected  growth  to  1985  and  1990  of 
selected  financial  intermediaries  -  banks,  near-banks,  other  private 
financial  institutions  and  life  insurance  conpanies  and  pension  funds  - 
under  different  inflation  scenarios.  In  addition,  this  section  considers 
the  relative  savings  roles  of  social  security  funds  and  the  rest  of  the 
world  sector.  As  discussed  in  section  7,  financial  institutions  are  in- 
termediaries between  savers  (lenders)  and  investors  (borrowers).  These 
institutions  obtain  funds  fron  savers  by  issuing  their  financial  liabil- 
ities v^ich  generally  tend  to  be  short-term.  They  then  lend  the  funds 
out  by  purchasing  the  financial  liabilities  of  borrowers  -  these  liabil- 
ities are  generally  long-term  although  higher  rates  of  inflation  have 
tended  to  create  pressures  to  shorten  the  term  of  such  loans.  Social 
security  funds  and  the  rest  of  the  world  sector  also  play  an  intermed- 
iary role  at  least  in  terms  of  transferring  funds  from  one  group  to 
another  group.  The  social  security  funds  specialize  in  provincial  gov- 
ernment debt,  while  the  rest  of  the  world  sector  purchases  long-term 
private  and  public  sector  debt  and  equity. 

In  Table  42  we  have  set  out  the  estimated  holdings  of  total  finan- 
cial assets  of  the  selected  institutions  in  1977.  In  Table  43  we  have 
calculated  the  proportions.  Thus  in  1977  the  banks  held  financial  as- 
sets of  $115.9  billion  or  25.5  per  cent  of  the  total  of  $454.9  billion. 
Social  security  funds  en  the  other  hand  accounted  for  $17.3  billion  or 
3.8  per  cent  of  the  total.  In  these  tables  we  have  also  recorded  the 
projections  for  1985  and  1990.  For  both  years  there  are  four  sets  of 
projections. 

There  are  high  and  low  inflation  projections.  The  low  inflation 
projection  is  equal  to  our  expected  average  annual  rate  of  inflation 
less  one  percentage  point  for  the  respective  periods  1978  to  1985  and 
1985  to  1990,  as  reported  in  section  4  of  the  study.  The  high  inflation 
projection  is  equal  to  the  expected  rate  plus  two  percentage  points.  In 
addition,  for  each  inflation  projection  there  are  two  separate  esti- 
mates. The  column  (a)  estimates  used  the  average  elasticity  of  asset  to 
GNP  growth  for  the  period  1968  to  1977  for  each  of  the  institutions.  The 
values  are  presented  in  Table  42  below.  The  use  of  these  values  inplies 
continued  relative  growth  of  the  banks,  near  banks,  and  other  private 
financial  institutions  and  continued  relative  decline  for  insurance  ooii- 
panies  and  pension  funds  and  the  rest  of  the  world.  The  column  (b)  es- 
timates used  a  constant  elasticity  of  1.0  for  all  the  institutions.  In 
effect,  the  holdings  of  financial  assets  are  projected  to  increase  at 
the  same  rate  for  all  institutions,  with  the  rate  of  growth  equalling 
the  rate  of  growth  in  noninal  GNP  adjusted  for  the  low  and  high  infla- 
tion rate  assunptions.  In  all  cases,  the  CPP  asset  projections  were 
taken  from  Case  C  internal  projections  for  the  CPP  provided  by  the  Royal 
Commission  en  Pensions  in  Ontario.  The  QPP  assets  were  assumed  to  equal 
the  same  proportion  of  the  CPP  assets  as  was  the  case  in  1977  (see 
Tables  42  and  43). 
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Using  all  of  the  above  assumptions,  we  were  able  to  generate  the 
remainder  of  the  data  in  Tables  42  and  43.  We  note  in  Table  42  that  by 
1985,  total  financial  assets  of  the  selected  financial  institutions 
could  range  between  $906  billion  and  $1,173.5  billion.  In  1990,  total 
financial  assets  could  range  between  $1,318.3  and  $2,045.4  billion. 
These  figures  compare  with  estimates  for  nominal  GNP  of  $495.2  and 
$685.4  billion  in  1985  and  1990  respectively,  and  for  aggregate  savings 
of  $98.5  and  $150.4  billion   in  1985  and  1990. 

An  examination  of  the  data  in  Table  43  reveals  that  the  relative 
role  of  the  social  security  funds  in  the  financial  intermediation  pro- 
cess declines  marginally  to  1985  and  sharply  thereafter.  Ihe  financial 
institutions  m^ve  in  to  fill  the  gap  and  this  reflects  as  well  the  de- 
clining importance  of  provincial  government  bonds  as  a  proportion  of 
total  financial  liabilities,  and  the  corresponding  relative  gains  of 
credit,   bank  loans,   corporate  bonds,   and  equities    (see  Table  37  above). 
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10.   EXPLAINING  DIFFERENCES  IN  SAVINGS  RATES:   CANADA  AND  THE  UNITED 
STATES 

Until  the  early  1970s,  any  differences  between  the  United  States 
and  Canada  in  the  manner  in  v^ich  savings  were  cxDntributed  by  the  var- 
ious sectors  of  the  economy  were  easily  explainable.  For  example,  in 
1966,  the  proportion  of  total  savings  contributed  by  the  personal  sector 
was  much  lower  in  Canada  than  in  the  United  States  -  17.3  per  cent 
versus  26.8  per  cent  (see  Table  44).  In  the  1960s,  the  bulk  of  savings 
in  both  Canada  and  the  United  States  was  contributed  by  the  business 
sector. 

The  government  sector  -  including  social  security  funds  -  was  much 
more  important  in  Canada  than  in  the  United  States.  In  1966,  govern- 
ments contributed  about  17  per  cent  of  total  savings  in  Canada  by  run- 
ning surpluses,  whereas  in  the  United  States  all  levels  of  governments 
ran  deficits  v^ich  resulted  in  a  negative  contribution  of  U.S.  govern- 
ments to  gross  savings  in  1966.  But  as  the  1970s  progressed,  sharp 
changes  occurred  not  only  in  the  source  of  financing  between  Canada  and 
the  United  States,  but  also  in  the  personal  savings  rates  as  recorded  in 
both  countries. 

First  of  all,  the  personal  share  of  savings  (excluding  CCA)  in 
Canada  rose  steadily  in  the  1970s,  reaching  31.6  per  cent  in  1978,  v*iile 
the  U.S.  share  in  1977  was  actually  below  its  1966  level.  Thus  personal 
savings  contributed  more  to  the  level  of  gross  savings  in  Canada  than  in 
the  United  States  as  the  decade  of  the  1970s  closed.  In  Canada,  govern- 
ment contributions  to  savings,  v^Aiich  were  strongly  positive  in  the  mid- 
1960s  and  even  in  1973,  became  sharply  negative  tliereafter.  By  the  late 
1970s,  governments  in  both  Canada  and  the  United  States  were  dissaving 
by  about  similar  relative  amounts.  Finally,  the  Canadian  personal  sav- 
ings rate  soared  in  the  1970s,  climbing  to  10.9  per  cent  on  two  occa- 
sions (1975  and  1978),  vAiile  in  the  United  States  the  personal  savings 
rate  declined  and  remained  quite  low  in  the  1970s.  The  personal  savings 
rate  represents  the  proportion  of  personal  disposable  income  which  the 
personal  sector  does  not  spend  on  goods,  services,  or  transfers. 

We  have  contacted  officials  in  Statistics  Canada  to  see  if  there 
are  any  measurement  explanations  (statistical  definitional  reasons) 
which  may  account  for  the  sharp  upward  hike  in  the  Canadian  personal 
savings  rate  in  the  1970s  compared  to  the  seemingly  low  personal  savings 
rate  in  the  United  States.  Fran  our  conversations  we  are  satisfied  that 
the  statistical  conventions  and  practices  applied  in  both  countries  are 
nearly  identical.  What  is  different  between  the  two  countries  are  the 
external  factors  vAiich  affect  savings  and  spending  decisions,  particu- 
larly institutional  arrangements  and  inflation  experiences. 

First  some  comments  on  how  savings  are  defined  and  allocated  by 
sector.  In  both  countries,  personal  savings  are  defined  to  include  pri- 
vate pension  fund  contributions,  though  they  exclude  employer  and  em- 
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ployee  contributions  to  social  security  funds.  In  Canada  such  exclu- 
sions fran  personal  savings  include  contributions  for  CPP,  (yp,  UIC,  and 
government  pensions. 

Social  security  savings  in  tlie  Canadian  context  are  defined  as  the 
difference  between  total  revenues  for  the  CPP  and  QPP  less  total  social 
security  expenditures.  Social  security  savings,  according  to  Statistics 
Canada's  National  Accounts,  have  accounted  for  between  some  26  per  cent 
and  more  than  100  per  cent  of  the  amount  of  total  government  savings 
since  1966.  In  the  latter  part  of  the  1970s  social  security  savings 
have  been  over  $2  billion  per  annum,  vtiile  in  1978  the  recorded  total 
flow  of  government  dissavings,  including  the  social  security  system,  vas 
$4.3  billion.  Thus  while  in  1978  social  security  savings  as  a  propor- 
tion of  government  savings  v^ere  in  fact  in  excess  of  100  per  cent,  they 
represented  only  4.5  per  cent  of  total  Canadian  gross  savings  in  that 
year. 

In  summary,  saving  by  Canadian  governments  in  the  late  1970s  con- 
tributed negatively  to  the  total  pool  of  gross  savings,  but  government 
deficits  would  indeed  have  been  far  worse  were  it  not  for  the  fact  that 
the  social  security  systan  in  Canada  became  an  important  source  of  sav- 
ings for  tlie  economy. 

In  the  United  States,  the  statistical  relationship  between  gov- 
ernment savings,  social  security  savings,  and  total  gross  savings  is 
slightly  different.  In  1974,  the  Deparbtient  of  Ganmerce  recorded  a  $6.1 
billion  surplus  on  the  U.S.  social  insurance  fund,  while  all  levels  of 
government  recorded  a  $3.2  billion  deficit.  By  1977,  U.S.  government 
deficits  had  climbed  to  $18.6  billion,  v\^ile  the  deficit  on  social  secu- 
rity funds  rose  to  $10.1  billion.  Thus  the  U.S.  social  insurance  fund 
was  in  deficit  in  1977,  v^ile  Canada's  CPP  fund  is  not  projected  to  go 
into  deficit  until  after  tlie  mid-1980s.  Whether  CPP  contribution  rates 
will  or  should  rise  to  halt  the  potential  fund  deficits  is  important. 
In  any  event,  if  the  CPP  becomes  a  pure  pay-as-you-go  system  -  such  as 
the  Royal  Commission  projections  for  fund  C  (which  has  the  fund  stabi- 
lizing at  $36.1  billion  in  1991)  -  this  implies  that  all  levels  of  gov- 
ernment will  be  recording  larger  deficits,  and  the  CPP  share  of  total 
gross  savings  will  decline  to  about  zero  in  the  early  1990s. 

Thus  in  both  Canada  and  the  United  States  all  levels  of  government 
savings  became  negative  in  the  second  half  of  the  1970s  because  of  the 
huge  deficits  associated  with  their  weak  economies.  But  whereas  the 
U.S.  social  security  system  is  generating  negative  savings  in  the  late 
1970s,  the  Canadian  social  security  system  is  still  generating  positive 
savings. 

There  still  remains  one  issue  which  deserves  further  attention: 
that  is  an  explanation  for  the  apparent  unexpectedly  high  rise  in  the 
personal  savings  rate  out  of  disposable  income  in  Canada  in  the  1970s. 
It  is  possible  to  speculate  on  a  series  of  factors  at  work,   although  the 
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statisticians  in  Ottawa  admit  to  not  fully  understanding  all  the  differ- 
ences. The  following  factors  appeared  to  play  a  role  in  explaining  the 
differences  in  personal  savings  behaviour: 

1.  Contractual  private  savings  in  Canada  have  received  in  the 
1970s  very  important  incentives  v^^ich  were  not  provided  in  a 
similar  way  in  the  United  States  -  in  particular,  the  Canadian 
incentives  to  save  via  deferred  tax  instruments  such  as  RRSPs 
and  RHOSPs. 

2.  Farm  sector  savings  are  included  in  the  definition  of  personal 
savings  in  both  countries.  For  scane  reason,  Canada's  agricul- 
tural sector  and  its  agricultural-oriented  provinces  recorded 
very  heavy  personal  savings  rates  in  the  1970s.  Farm  inventor- 
ies, v*iich  are  also  counted  as  an  income  flow,  are  also  defined 
as  contributions  to  savings.  Since  the  farm  sector  is  rela- 
tively larger  in  Canada  than  in  the  United  States,  this  may 
have  had  an  effect  of  increasing  Canada's  personal  savings  rate 
above  the  U.S.  level  in  the  1970s  because  of  agriculture- 
related  developnents . 

3.  In  the  1970s,  medical  services  largely  shifted  from  private  to 
public  financing.  Thus  for  many  families  in  Canada,  their  re- 
corded medical  care  costs,  which  for  the  1960s  (and  in  the 
United  States)  appear  primarily  as  personal  expenditures  on 
services,  seemed  lower  in  the  1970s.  That  is.  Statistics 
Canada  in  their  surveys  now  record  primarily  the  provincial 
insurance  costs  premium  as  medical  care  expenditures,  rather 
than  the  potentially  much  heavier  private  sector  payments  v^ich 
would  have  been  made  for  medical  care  in  the  absence  of 
provincially-run  plans.  Cfoviously,  the  United  States  does  not 
have  a  government-managed  medical  insurance  care  plan  and  this 
fact  in  itself  vould  have  resulted  in  an  apparent  decrease  in 
personal  expenditures  for  medical  payments  in  Canada  relative 
to  the  United  States  -  or  alternatively,  a  rise  in  the  personal 
savings  rate  in  Canada  compared  with  the  United  States.  Once 
again  Statistics  Canada  officials  vere  unable  to  pinpoint  exact 
impacts  on  the  personal  savings  rate  of  the  publicly-run  medi- 
cal care  insurance  plans. (1) 

Our  conversations  with  officials  in  Statistics  Canada  suggest  that 
there  is  much  research  yet  required  in  this  area  of  explaining  the  dif- 
ferences in  personal  savings  rates  between  Canada  and  the  Uiited  States. 

To  summarize,  it  would  appear  that  the  financing  of  medical  care 
and  the  additional  contractual  savings  advantages  provided  through  tax 
incentives  in  Canada  may  account  for  some  of  the  difference  in  the  way 
the  personal  savings  rate  has  moved  in  Canada  compared  with  the  United 
States.     But  there  is  possibly  one  additional  effect  which  is   important. 
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There  appears  to  be  a  relationship,   and  one  which   is   not   easily   under- 
stood,  between  personal  savings  behaviour  and   inflation. 

For  much  of  the  1970s,  Canada's  inflation  performance  was  worse 
than  that  of  the  United  States,  and  some  observers  would  argue  that  this 
difference  has  resulted  in  a  higher  personal  savings  rate  in  Canada  as 
ccmpared  to  that  country.  Add  to  tliat  explanation  the  ability  to  deduct 
mortgage  interest  payments  in  tJie  United  States  from  personal  taxable 
income,  and  one  may  see  that  consumer  outlays  in  the  United  States  (ei- 
ther for  housing  expenditures  directly  or  indirectly  for  other  consumer 
goods)   have  an  added  incentive  which  does  not  exist   in  Canada. 

The  offical  Canadian  thrust  has  been  to  emphasize  savings  (RRSPs 
and  RHOSPs),  while  mortgage  payment  deductibility  provides  the  U.S. 
consumer  with  a  spending  tlirust. 

Once  again,  this  subject  is  extremely  complex  and  requires  detailed 
research.  We  have  only  attempted  to  identify  some  of  the  factors  at 
work  v^iich  may  explain  v^y  Canada's  personal  saving  rate  climbed  in  the 
1970s,  so  that  by  1978  it  stood  at  nearly  double  the  rate  registered  in 
the  United  States. 
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Table  46 

Social  Security  Savings  in  Canada,  1968-1978 


Social  security 

Total 

savings  as  a 

revenues 

Ibtal 

Social 

Total 

percentage  of 

CPP  and 

expenditures 

security 

government 

government 

Year 

QPP 

CPP  and  QPP 

savings 

savings 

savings 

(Mill: 

Lons  of  dollars) 

1968 

1,040 

37 

1,003 

3,030 

33.1 

1969 

1,190 

77 

1,113 

4,183 

26.6 

1970 

1,327 

134 

1,193 

3,327 

35.8 

1971 

1,478 

200 

1,278 

2,510 

50.9 

1972 

1,657 

282 

1,375 

2,570 

53.5 

1973 

1,875 

403 

1,472 

3,832 

38.4 

1974 

2,318 

538 

1,780 

6,122 

29.1 

1975 

2,780 

773 

2,003 

-212 

greater  than  100 

1976 

3,282 

1,097 

2,183 

-43 

greater  than  100 

1977 

3,686 

1,427 

2,259 

-1,703 

greater  than  100 

1978 

4,164 

1,781 

2,383 

-4,325 

greater  than  100 

Source  Stat is- 

tics  Canada,  National  Income 

and  Expenditure  Accounts, 

Preliminary  Release  for  Fburtli  Quarter  1978,  and  First  Quarter, 
1971. 
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NOTES 

(1)   In  a  later  study,  one  of  the  authors  investigated  this  aspect  in 

more  depth.   In  1962  medical  care  and  health  costs  amounted  to  4.5 
per  cent  of  personal  disposable  income  (PDI)  in  Canada,  and  6.1 
per  cent  in  the  United  States.   By  1979  the  respective  ratios  had 
changed  to  2.6  per  cent  of  PDI  in  Canada  and  9  per  cent  of  PDI  in 
the  United  States.   See  Arthur  W.  Donner,  "Canada's  Economy  in  the 
Grip  of  a  U.S.  Recession:   Outlook  1980-1981,"  Research  Securities 
of  Canada  Ltd.,  June  1980, 
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Foreword 


The  Royal  Commission  on  the  Status  of  Pensions  in  Ontario  was 
established  on  April  20,  1977  by  the  Ontario  Government  under  the  Public 
Inquiries  Act.      The   Commission  was  required   by   its   terms  of  reference: 

1.  To  study  the  impact  on  the  economy  of  different  systems  of 
financing  retirement  pension  plans  and  arrangements  including 
Ontario' s  financing  and  investment  role  in  the  Canada  Pension 
Plan. 

2.  To  examine  the  terms  and  conditions  of  existing  retirement 
pension  plans  and  arrangements ,  to  evaluate  their  effectiveness 
in  terms  of  present  social  and  economic  circumstances ,  and  to 
study  the  interrelationships  among  the  private  sector  plans, 
the   Canada  Pension  Plan,   and  public   employee  pension  plans. 

3.  To  make  such  recommendations  in  relation  to  the  above  as  the 
Commission  deems  appropriate. 

Five  members  were  appointed  to  the  Commission.  Their  diversity 
of  background  and  experience  reflects  the  many-sided  nature  of  this 
inquiry.  The  Chairman,  Donna  J.  Haley,  Q.C.,  practises  law  in  Toronto 
and,  since  1974,  has  been  Chairman  of  the  Pension  Commission  of  Ontario. 
She  also  served  as  a  member  of  the  Task  Force  on  Employee  Benefits , 
which  in  1974  advised  the  Ontario  Ministry  of  Labour  on  amendments  to 
the  Employment   Standards  Act. 

Alfred  H.  Cordell,  of  London,  a  chartered  accountant,  is  Vice- 
President  in  charge  of  Public  Affairs  and  Marketing  Services  for  3M 
Canada  Inc.  He  was  previously  chief  financial  officer  of  the  company 
and  was  involved  in  the  work  of  the  Financial  Executives  Institute  on 
Pensions.  Donald  G.  M.  Coxe,  of  Guelph,  is  a  lawyer  and  Executive  Vice- 
President  of  Mu-Cana  Investment  Counselling  Ltd.;  he  is  also  a  former 
member  of  the  Canada  Pension  Plan  Advisory  Committee.  Charles  McDonald, 
of  Windsor,  recently  retired  as  Director  of  the  Retired  Workers  and 
Community  Service  Department  of  the  United  Auto  Workers'  Union;  he 
served  previously  as  President   of  his  UAW  local    union.      Mr.   McDonald    is 
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currently  President  of  the  National  Pensioners  and  Senior  Citizens  Fed- 
eration. He  was  appointed  to  the  Commission  to  replace  Terry  Meagher , 
Secretary-Treasurer  of  the  Ontario  Federation  of  Labour,  who  resigned  in 
January,  1978,  Walter  G.  Upshall,  Toronto,  retired  from  the  T,  Eaton 
Company  Limited  having  served  as  both  personnel  manager  and  credit 
manager,  and  now  operates  his  own  investment  counsell ing  business . 
He  has  served  as  a  member  of  the  Ontario  Advisory  Council  on  Senior 
Citizens, 

The  Commission  therefore  had  strong  voices,  not  only  from  manage- 
ment and  labour  but  also  from  the  three  major  consumer  categories :  the 
employed ,  the  self-employed ,  and  the  retired.  Its  members  also  brought 
to  bear  certain  relevant  financial ,  legal,  and  social  skills.  This 
combination  of  experience  and  perspectives  was  ind ispensable  to  the 
Commission' s   understanding   of  pension   issues. 

Such  a  diversity  of  viewpoints  admittedly  made  for  lengthy  de- 
liberations. Nevertheless,  the  Commission  felt  obliged  to  explore  every 
avenue  towards  consensus  within  its  own  membership.  That  consensus 
has  emerged,  not  without  difficulty,  but  as  the  ultimate  product  of 
a  ccmmon  concern  for  the  social  and  economic  objectives  involved .  A 
remarkable  degree  of  unanimity  was  achieved  by  the  Commission  which 
gives  hope  for  the  resolution  of  the  issues  in  the  larger  arena  of 
public  policy  making. 


A    PLAN   FOR    THE   FUTURE 

All  the  recommendations  of  the  Commission  which  appear  throughout 
the  other  volumes  of  its  report  are  consolidated  in  this  Summary  Report. 
We  have  also  included  some  general  find ings  and  conclusions  of  the 
Commission.  These  statements  are  followed  by  the  pertinent  recommenda- 
tions. The  recommendations  are  not  necessarily  in  the  same  order  as  in 
the  earlier  volumes  of  the  report.  For  the  factual  background  and  the 
reasoning  underlying  the  conclusions  of  the  Commission,  the  reader  is 
urged    to   refer   to    the   report   itself. 
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General  Conclusions 


The  Commission  has  found  that  there  is  at  present  no  system  for 
retirement  income  provision  in  either  Ontario  or  Canada.  There  are  a 
number  of  government  programs  which  overlap  in  coverage  or  which  have 
different  goals  in  their  design.  These  programs  when  coupled  with 
employment  pension  plans.  Registered  Retirement  Savings  Plans,  and 
informal  retirement  savings  undertaken  by  individuals  result  in  some 
receiving  too  little  and  some  receiving  more  assistance  than  needed  in 
retirement.  This  creates  dissatisfaction ,  poverty  for  some,  and  some 
waste  of  taxpayers'  money.  There  is  great  need,  therefore ,  to  view 
all  retirement  income  provision  as  a  system;  to  analyze  the  place  and 
effectiveness  of  each  type  of  provision  in  the  system;  and  to  assess  the 
overall  result  against  some  well-defined  principles  and  objectives .  In 
undertaking  this  assessment,  the  Commission  has  been  obliged  to  consider 
programs  which  are  beyond  the  leg islative  competence  of  the  Province 
of  Ontario  and  to  make  recommendations  accordingly .  We  trust  the  Gov- 
ernment of  Ontario  will  be  able  to  convince  the  federal  government 
and  the  other  provinces  that  there  is  an  urgent  need  to  co-operate  to 
provide  adequate  assistance  for  our  retired  population,  with  a  maximum 
of  benefit   for   the   funds   committed. 

The  Commission  is  of  the  opinion  that  the  Government  of  Ontario 
should  view  the  provision  of  retirement  income  as  a  combined  responsi- 
bility  of  the  individual  and  government,  and  take  steps  to  encourage  and 
support  initiatives  which  will  result  in  a  retirement  income  system  made 
up  of  government  programs,  employer-employee  arrangements  regulated  by 
government,  individual  plans  encouraged  by  government  support,  and 
personal    savings. 

In  concluding  that  Ontario  should  seek  a  system  of  retirement  in- 
come provision  for  its  residents  the  Commission  believes  that  government 
should  design   social    programs   to   achieve   two  goals: 


-  to   guarantee   a   minimum   level    of   retirement    income   below  which  no 
person' s   income    is  permitted    to   fall; 

-  to   replace  a  measure  of  pre-retirement   earnings   in   retirement. 

A  system  designed  to  meet  these  objectives  need  not  and  should  not 
deny  the  primary  responsibil  ity  of  the  ind ividual  to  use  his  or  her 
own  best  efforts  to  provide  for  the  retirement  years.  We  recog nize , 
however,  that  some  will  always  be  unable  to  make  adequate  provision 
without  direct  government  support;  and  most  require  a  program  or  pro- 
grams within  which  a  portion  of  current  income  is  regularly  set  aside 
for  retirement  purposes .  In  the  latter  category  we  may  expect  some 
measure  of  compulsory  participation,  as  in  the  Canada  Pension  Plan,  if 
only  because  such  a  program  cannot  work  on  any  other  basis.  At  the 
same  time,  there  remains  ample  room  for  individuals  to  make  their  own 
arrangements  for  income  in  retirement  accord ing  to  their  particular 
needs  and  lifestyles.  The  Commiss ion  sees  a  positive  social  value 
in  preserving  and,  where  possible ,  enlarging  the  area  of  individual 
discretion  in  planning  for  retirement .  Accord ingly ,  it  is  desira- 
ble that  government  use  its  power  to  extend  certain  incentives  and 
opportunities  for  individuals  to  save  and  thereby  allow  them  to  take 
responsibil ity  for  part   of   their  post- retirement   living   standard. 

For  an  efficient  and  effective  system,  government  should  strive 
to  co-ordinate  the  several  elements  of  retirement  income  (universal 
programs,  income-tested  programs,  earnings-related  plans,  and  incentives 
for  individual  saving)  and  avoid  well-meaning  but  costly  dupl  icatlon  of 
assistance  and  administrative  effort.  The  Commission  has  observed 
too  little  evidence  of  a  systematic  approach  in  the  present  array  of 
programs  and   concessions  for   the   elderly. 

The  Commission  has  examined  the  adequacy  of  ex isting  government 
programs  (including  those  at  the  federal  level  since  these  are  integral 
elements  in  any  retirement  income  system)  and  recommends  changes  to 
allow  achievement  of  the  guaranteed  minimum  income  goal  .  The  Commis- 
sion's  concept  of  "available  income,"  used  in  the  report,  is  a  technique 
for  assessing  the  value  of  non-monetary  benefits  in  money  terms.  Its 
conclusion  of  what  is  adequate  for  January  1,  1979  should  not  be  applied 
to  1980  or  1981  without  allowance  for  increases  in  the  Consumer  Price 
Index.  One  must  be  careful  to  distinguish  between  the  basic  adequacy 
level    and    its   indexing   component. 

In  addition  to  Old  Age  Security,  income  replacement  in  retirement 
is  now  provided  through  the  Canada  Pension  Plan,  employment  pension 
plans,  and  other  less  formal  arrangements.  The  CPP  provides  a  reason- 
able amount  of  replacement  income,  especially  for  those  in  the  lower 
income  ranges,  and  any  balance  required  is  left  to  employment  pension 
plans  and   individual    arrangements. 


Employment  pensions  are  widely  criticized  for  failing  to  do  the 
job  required  of  them.  It  is  clear  to  the  Commission  that  employment 
pensions  alone  should  not  be  expected  to  fill  the  gap  in  income  replace- 
ment. They  are  only  one  way  of  doing  so.  Too  often  the  assumption  is 
made  that  changes  in  these  pensions,  perhaps  by  government  action,  is 
the  complete  answer  to  any  lack  in  retirement  income  provision.  Thus, 
for  instance,  there  are  demands  for  indexing  of  all  employment  pensions 
through  government  compulsion  or  guarantee. 

Employment  pensions  as  currently  designed  are  critic ized  on  two 
major  grounds:  lack  of  coverage  and  lack  of  portabil ity .  The  more 
difficult  of  these  to  answer  is  portabil ity .  The  concept  of  portability 
in  the  context  of  employment  pension  plans  is  widely  misunderstood . 
In  the  Commission' s  opinion  it  is  impossible  to  achieve  portabil ity 
in  a  system  of  individual  employer  plans.  The  only  recourse  is  to  a 
universal,  compulsory  plan,  which  will  solve  not  only  the  portabil  ity 
problem  but    the   coverage  problem   as   well. 

The  same  conclusion  was  reached  when  the  Canada  Pension  Plan  was 
launched  in  1966.  The  Canada  Pension  Plan  has  worked  well  to  supply  a 
measure  of  replacement  income  as  contemplated  in  our  second  goal  for 
government.  It  is  natural  therefore  for  many  to  advocate  its  expansion 
to  make  up  for  the  short-comings  of  employment  pensions .  Difficulties 
in  financing  the  CPP ,  however,  have  led  many  to  question  the  advisa- 
bility of  expanding  the  system  and  compounding  the  diff iculties  for 
future  generations. 

The  Commission  studied  and  rejected  the  proposals  for  both  ex- 
panding and  fully  funding  the  CPP.  It  does  not,  however ,  abandon 
the  concept  of  a  compulsory  plan  for  all  workers .  In  the  opinion  of 
the  ODmmission  the  Government  of  Ontario  should  adopt  without  delay  a 
provincial  universal  retirement  system  (PURS J,  with  a  money-purchase 
design,  to  provide  a  reasonable  amount  of  replacement  income,  on  an 
earnings-related  base,  in  a  compulsory ,  portable ,  universal  and  fully 
funded  plan,  with  individual  choice  for  investment  and  forms  of  benefit. 
Such  a  system  will  provide  funds  to  the  private  capital  markets.  It 
could  be  integrated  easily  with  similar  systems  adopted  by  other  prov- 
inces,  and   so   provide  a   network  of  portabil ity   across   Canada. 

With  such  a  plan  the  goal  of  replacement  income  can  be  met  for 
those  working  at  or  below  the  Average  Industrial  Wage  who  form  the 
bulk  of  Ontario' s  working  population,  and  for  whom  the  government , 
as  a  matter  of  social  policy,  has  a  particular  concern  in  retirement . 
Employment  pension  plans  and  other  arrangements  are  then  free  to  develop 
in  a  supplementary  role,  and  to  accommodate  individual  wants  and  prefer- 
ences. Co-ordination  of  PURS  with  existing  elements  of  retirement 
income  will  provide  a  system  of  benefits  for  those  retiring  in  the 
future. 


Difficult  issues  arise  from  the  plight  of  many  of  today's  elderly 
who  spent  their  productive  years  in  low-paid  employment,  with  no  oppor- 
tunity to  set  aside  monies  for  retirement  either  as  individuals  or  as 
members  of  employee  groups.  Many  were  also  too  far  along  in  their 
working  careers  to  benefit  much  from  the  Canada  Pension  Plan.  In  even 
worse  plight  are  workers'  survivors  (mostly  women)  among  today's  eld- 
erly. Survivor  benefits  from  employment  pensions  are  often  either 
pitifully  small  because  they  are  a  percentage  of  a  small  pension ,  or 
non-existent.  The  government' s  guaranteed  minimum  level  of  retirement 
income  allows  them  to  survive,  but  their  quality  of  life  is  severely 
1 imited . 

This  state  of  affairs  brings  demands  for  improvements  in  the 
Canada  Pension  Plan,  improvements  in  survivor  benefits  in  both  the  CPP 
and  employment  pension  plans,  and  coverage  of  unpaid  workers  under  the 
CPP.  The  Commission  has  considered  carefully  both  the  problem  and  the 
proposed  answers,  but  finds  these  proposals  wanting  because  they  would 
not  solve  the  problems  of  today's  elderly.  Before  considering  changes 
that  might  enhance  the  incomes  of  future  survivors  of  CPP  partic ipants , 
it  is  essential  to  recognize  the  immed iate  needs  of  today's  elderly 
who  could  not  hope  to  benefit  from  those  improvements,  however  generous. 
The  answer,  barring  fundamental  remodelling  of  the  CPP,  is  to  be  found 
in  the  income-tested  supplements  provided  under  the  Old  Age  Security  Act 
and  through  ancillary  guarantees  at  the  provincial  level.  What  is 
needed,  if  the  standard  of  living  of  today's  elderly  is  required  to  be 
improved,  is  a  direct  increase  in  money  payments  tlvcough  the  Guaranteed 
Income  Supplement  (and  in  Ontario,  GAINS).  Such  increases  would  go  to 
the  very  heart  of  the  problem  now.  Such  a  policy  would  also  leave  the 
other  retirement  income  arrangements  intact,  to  make  proper  provision  in 
the  future  as  they  have  been  designed  to  do.  The  GIS  eventually  will 
decline  in  importance  as  the  benefits  from  other  arrangements  build  up, 
but  will  never  completely  disappear.  In  the  Commission' s  opinion,  im- 
provements based  on  actual  need  are  required.  Improvements  in  universal 
payments ,  such  as  the  OAS,  may  provide  monies  to  those  who  do  not  need 
them  and  thus  dissipate  resources  which  could  be  paid  through  GIS  to 
the  special  group  of  today's  elderly .  Once  again  the  need  to  avoid 
patchwork  measures  is  underlined;  but  that  is  not  to  say  we  should  sit 
idly  by  and  see  today's  elderly  suffer  from  circumstances  they  could 
neither  foresee   nor  provide  against. 

In  examining  the  role  of  employment  pensions ,  the  Commission  has 
looked  beyond  the  question  of  coverage  to  the  1 ikel ihood  that  those 
who  do  become  members  of  such  plans  will  in  fact  receive  the  promised 
benefits .  Since  the  mid-1960s  leg islation  in  the  federal  and  most 
provincial  jurisdictions  has  attempted  to  improve  vesting  and  solvency 
of  pension  plans  in  both  the  private  and  public  sectors;  but  it  is  still 
true  that  most  workers  who  move  from  job  to  job  several  times  during 
their  careers  will  lose  a  large  portion  of  the  potential  pension  offered 
by  the  plans  they  may  have  joined.  Part  of  the  problem  arises  from  the 
most    common  plan   design:      the   defined    benefit.      This    design    is    capable 


of  providing  satisfactory  levels  of  pension  for  those  having  long  and 
continuous  service  with  the  same  employer ;  but  those  requirements  - 
unexceptional  as  they  may  have  appeared  a  generation  ago  -  are  increas- 
ingly unsuitable  in  terms  of  today's  mobile  work-force .  Inadequate 
vesting  may  result  in  a  worker's  receiving  no  retirement  income  at  all; 
but  even  with  full  vesting ,  the  amounts  payable  on  retirement  will 
seldom  reflect  the  person's  real  income  toward  the  end  of  his  or  her 
career.  Because  this  problem  cannot  be  alleviated  by  requiring  earlier 
vesting,  it  does  not  lend  itself  to  solution  by  a  simple  change  in  the 
existing  statutory  vesting  rule  of  age  45  and  10  years'  service.  If  the 
defined  benefit  plan  is  to  continue  to  play  a  part  in  the  scheme  of 
employment  pension  plans  -  and  therefore  part  of  the  system  we  envisage 
-  it  must  be  regulated  so  as  to  provide  a  more  meaningful  measure  of 
vesting  -  as  well  as  earlier  vesting  -  and  also  be  thoroughly  explained 
to  plan  members. 

Pension  wind-ups,  voluntary  and  involuntary ,  have  raised  questions 
about  the  adequacy  of  the  solvency  provisions  in  regulatory  legislation. 
Proper  funding  is  required  so  that  the  promised  pensions  will  be  paid, 
regardless  of  the  continued  ex istence  of  the  employer .  Even  where 
the  legal  requirements  have  been  met,  however ,  some  of  the  promised 
benefits  may  not  have  been  completely  funded  at  a  given  time  and  so 
cannot  be  assured  if  the  plan  is  discontinued .  Failure  to  realize  this 
limitation  on  pension  entitlement  causes  disappointment  and  bitterness . 
The  Commission  believes  that  a  clear  disclosure  of  funding  real ities  to 
plan  members  will  alleviate  the  problem  by  encouraging  pressure  for 
change  through  the  bargaining  process.  The  alternative  of  a  government 
guarantee  of  pension  entitlements  is  not  one  the  Commission  would  en- 
dorse. Use  of  government  guarantees ,  paid  for  by  all  taxpayers ,  to 
support  contracts  entered  into  voluntarily ,  seems  to  the  Commission 
an  inappropriate  use  of  government  authority  -  even  if  employment  pen- 
sion plans  were  universal  and  not  limited  to  about  50  per  cent  of  the 
work-force.  Other  possible  measures  include  adoption  of  a  completely 
different  approach  to  funding,  with  solvency  to  be  maintained  on  a 
wind-up  basis  rather  than  on  the  assumption  that  the  plan  sponsor  and 
the  plan  itself  will  continue  indefinitely.  A  possible  but  less  desir- 
able approach  is  to  curtail  the  use  of  defined  benefit  plans  and  move  to 
money-purchase  plans  which  by  definition  are  fully  funded. 

The  Commission  recognizes  the  continuing  inroads  of  inflation  on 
fixed  incomes.  The  objective  of  replacing  income  and  so  ensuring  a 
certain  standard  of  living  in  retirement  requires  a  definite  answer  to 
this  problem.  The  Commission  supports  indexing  as  it  currently  exists 
in  government  social  security  retirement  income  programs  (OAS,  CIS  and 
CPP ) .  It  cautions  however  against  the  view  that  all  retirement  income 
must  be  indexed  -  particularly  if  any  degree  of  compulsion  is  to  be 
placed  on  the  sponsors  of  employment  pension  plans  to  provide  indexed 
benefits,  with  or  without  government  assistance.  Again,  these  pension 
plans  cover  only  a  segment  of  the  population.  Any  government  inter- 
vention should   be  on  a   universal    basis.      The  desirabil  ity   of   providing 


some  inflation  protection  for  all  retired  persons  is  reflected  in  the 
Commission' s  recommendation,  from  which  one  Commissioner  dissented ,  for 
an  Inflation  Tax  Credit,  to  apply  to  a  broader  range  of  sources  of 
retirement   income, 

A  retirement  income  system  must  also  avoid  inequities  among  the 
participants  in  the  system.  In  general,  women  have  fared  less  well  than 
men  but  often  for  reasons  which  are  imbedded  in  social  and  work- force 
structures.  Changes  to  bring  about  a  system  should  take  account  of  such 
inequities. 

One  of  the  more  controversial  recommendations  of  the  Commission 
will  be  its  recommendation  for  the  use  of  unisex  mortality  tables  in 
calculating  annuity  rates  for  PURS.  The  premise  is  that  women  should 
receive  the  same  monthly  income  payments  as  males  from  identical  cash 
accumulations  in  any  mandatory  government  plan  such  as  the  PURS  plan 
recommended  by  the  Commission.  Any  other  result  from  government  com- 
pulsion, would,  in  the  Commission' s  opinion,  be  unacceptable.  For  this 
reason  the  Commission' s  recommendations  on  the  use  of  unisex  tables  for 
the  PURS  annuities  vas   unanimous. 

More  controversial  still,  and  recommended  by  only  three  of  the  five 
Commissioners,  is  the  use  of  unisex  tables  in  the  calculation  of  annuity 
rates  for  all  money-purchase  employment  pension  plans  and  RRSPs ,  which 
are  based   on  lump-sum  accumulations. 

The  question  of  retirement  age  is  one  of  general  concern.  The  Com- 
mission has  considered  retirement  age  for  government  programs  separately 
from  retirement  age  in  other  arrangements .  All  government  retire- 
ment income  programs  and  the  Canada  Pension  Plan  now  employ  age  65  for 
eligibility  for  benefits.  In  the  Commission' s  opinion  any  change  to 
lower  this  age  should  be  made  in  concert  for  all  programs.  The  social 
and  economic  consequences  of  such  a  move  would  have  to  be  carefully 
considered   before   it   is   undertaken. 

Retirement  age  in  employment  pension  plans  should  move  towards 
greater  flexibility  for  the  individual .  Most  employment  pension  plans 
now  provide  early  retirement  options  on  an  actuarially  reduced  basis. 
The  Commission  believes  these  options  should  be  available  to  all  plan 
members   from   age  60. 

Whether  or  not  the  right  to  work  is  protected  through  amendments  to 
the  Ontario  Human  Rights  Code  or  the  Employment  Standards  Act  beyond  the 
age  of  65  is  not  primarily  a  pension  matter.  The  Commission  takes  no 
position  on  the  elimination  of  mandatory  retirement  as  such.  However , 
if  the  age  is  set  above  65  and  as  a  result  pensions  accrue  fully  be- 
fore actual  retirement,  the  pensions  should  be  actuarially  increased 
accordingly. 


Employment  pension  plans  for  Ontario  public  sector  empl  oyees 
provide  the  best  overall  benefits  of  employment  plans  in  general  .  They 
also  suffer  from  the  same  problems  of  vesting  and  portabil  ity  as  the 
private  sector  plans,  although  offset  in  a  significant  degree  by  recip- 
rocal transfer  agreements.  The  Commission  endorses  two  main  principles 
for  these  plans: 

-     public   sector  employee  plans  should   be   subject    to    all    require- 
ments of   the  Pension   Benefits  Act   as  are  private   sector  plans; 

the  government  should  not  lead  the  private  sector  by  providing 
pension  benefits  which,  taken  as  a  whole,  are  more  generous  than 
those  provided    in  private   sector  plans. 

The  greatest  concern  the  Commission  has  for  the  public  sector  plans 
is  the  present  lack  of  overall  government  control  of  the  present  and 
future  cost  of  pensions  for  its  employees .  Some  comparabil  ity  basis 
for  data  is  needed  to  assess  the  cost  of  each  plan  in  relation  to  the 
others,  and  some  central  authority  is  needed  for  the  purpose  of  con- 
trolling the  total  cost.  A  fair  allocation  of  total  cost  between 
employer  and  employees  is  also  needed.  The  Commission  has  made  specific 
recommendations  for  the  control,  allocation,  and  containment  of  costs. 
It  cautions,  however,  that  if  firm  overall  control  cannot  be  established 
now,  consideration  should  be  given  to  changing  to  a  money-purchase 
design  for   these  plans. 

Throughout  its  investigations  the  Commission  has  been  concerned 
about  cost-benefit  relationships ,  which  are  equally  important  in  all 
elements  of  a  retirement  income  system.  If  true  costs  are  determined , 
then  it  is  possible  to  decide  whether  or  not  a  benefit  is  too  costly. 
If  indexing  is  costly,  is  it  too  costly  in  relation  to  the  need  for 
indexing  all  (or  part)  of  a  person's  retirement  income?  Is  some  other 
benefit  more  urgent?  The  Commission  believes  that  through  disclosure  to 
plan  members  much  can  be  achieved  in  adjusting  the  elements  of  a  system 
to  the  needs  of  the  individual  if  full  costs  are  related  to  benefits  in 
the   bargaining   process. 

Retirement  income  costs  affect  the  competitiveness  of  the  economy. 
At  the  same  time,  to  the  extent  retirement  income  arrangements  in- 
volve large  accumulations  of  capital,  they  have  a  significant  impact  on 
capital  markets  and  on  the  economy.  The  temptation  is  to  regulate 
retirement  income  vehicles  in  such  a  way  that  they  become  an  economic 
tool.  The  Commission  believes  that  a  retirement  income  system  should  be 
built  first  to  provide  the  best  retirement  income  at  the  lowest  cost  and 
with  appropriate  security .  However ,  the  benefit  to  the  economy  of 
such  a  system  should  not  be  ignored.  The  Commission  has  rejected  full 
funding  of  the  CPP  because  of  the  enormous  capital  accumulations  which 
would  result  -  all  of  which  would  be  available  to  governments  under  the 
present  arrangements .  We  are  recommending  instead ,  a  fully  funded 
provincial    retirement   savings  plan  for   all    workers    which    will    provide 


capital  to  the  private  markets.  If  such  capital  is  used  to  increase 
productivity,  the  whole  economy  will  benefit .  Retirement  income  ben- 
efits will  increase  as  a  result  of  real  growth  and  not  simply  by  a 
transfer  from   the   active   work-force   to   the   retired  population. 

Because  of  its  considerable  size,  this  report  will  be  read  in  its 
entirety  by  only  a  few;  others  may  find  only  a  few  sections  relevant  to 
their  particular  interests.  It  is  the  hope  of  the  Commission,  however , 
that  the  main  thrust  of  its  conclusions  will  stand  out  clearly  from  the 
detailed  analysis.  The  following  three  points,  in  the  opinion  of  the 
Commission,  constitute  the  essence  of  its  thinking  at  the  close  of  its 
del iberations : 

There  is  a  need  for  a  retirement  income  system  which  will 
rational ize  government ,  employer ,  and  ind ividual  plans  for 
retirement  income.  The  starting  point  for  such  a  system  must  be 
the  individual ;  only  then  will  it  be  possible  to  determine 
what  roles  are  appropriate  for  governments ,  employers ,  and 
other  organizations.  We  have  noted  throughout  the  report  the 
patchwork  effect  of  unco-ordinated  initiatives  which  result  in 
unequal  treatment  for  those  in  retirement  and  waste  of  our 
resources. 

Individual  planning  for  retirement  income  starts  with  informa- 
tion about  the  components  of  that  income.  Without  full  and 
accurate  information,  no  individual  can  be  expected  to  judge  how 
much  should  be  saved  from  current  consumption  or  in  what  way 
savings  should  be  used  to  achieve  the  desired  objective  at 
retirement  age  and  afterward .  Disclosure  of  all  relevant 
information  therefore  is  essential  ,  not  only  for  ind  ividual 
arrangements  such  as  RRSPs  and  annuities,  but  also  for  the  more 
complex  group  plans:  employment  pensions  and  the  Canada  Pension 
Plan.  Only  when  the  individual  is  well-informed  is  it  realistic 
to  speak  of  measures  to  expand  the  area  of  individual  choice  in 
providing  for  retirement  income.  This  proposition  is  equally 
true  whether  the  freedom  to  choose  is  exerc ised  in  a  purely 
personal  way,  for  example  in  deciding  how  to  use  one's  own  sav- 
ings/ through  a  particular  group,  as  in  making  one's  preference 
known  for  a  type  of  employment  pension  plan;  or  as  a  voter,  in 
supporting  a  political  party  on  the  basis  of  the  social  programs 
it   has   implemented   or  promises   to   introduce. 

In  the  interest  of  equity  in  every  aspect  of  an  overall  system, 
cost-benefit  relationships  must  be  recognized ,  in  both  the 
design  of  a  particular  plan  and  the  interrelationship  of  that 
plan  and  other  components  of  the  system.  Planning  must  take 
into  account  long-run  as  i-«Ii  as  short-run  costs,  so  that  each 
generation  will  know  that  its  contribution  and  benefits  are  fair 
in  relation  to  those  of  succeed ing  generations .  Short- run 
solutions  must   be  avoided   if  they  are  likely    to    jeopardize    the 


right   of   tomorrow' s  workers  and   taxpayers   to    economic    security 
before  or  after   they   retire. 

In  the  system  put  forward  by  the  Commission  in  its  recommendations 
the  two  goals  of  government  will  be  achieved  by  OAS  and  the  income- 
tested  programs  which  will  provide  a  guaranteed  retirement  income,  and 
by  the  Canada  Pension  Plan  and  the  provincial  retirement  savings  plan, 
which  will  replace  a  measure  of  pre-retirement  earnings.  Together  with 
improvements  recommended  by  the  Commission  for  employment  pension  plans 
and  incentives  for  individual  savings,  we  may  look  forward  to  a  system 
which  will  deliver  retirement  income  in  the  best  and  most  equitable 
way. 

To  assist  the  reader,  a  tabular  presentation  of  the  Commission' s 
Plan  for  the  Future  based  on  its  recommendations,  and  a  guide  to  the 
recommendations   themselves  follow. 
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Guide  to 
Recommendations 


AUDIT,    R84,     R85 


CANADA    PENSION    PLAN 

appeals    procedure,    R37 
benefit    levels,    R29,    R31,    R33, 

R35,    R39 
child- rearing    dropout,    R32 
contribution    rates,    R25,    R26, 

R29,    R39 
credit    splitting,    R34 
eligibility,    R31,    R36,    R39, 

R140,    R141 
fimding,    R24-R29 
indexing,    R2,    R38,    R134 
investment,    R30 
retirement   age,    R36,    R39,    R140, 

R141 
survivor   benefits,    R33,    R35 
CENTRAL    PENSION    AGENCY,     R40(i), 

R40{k),    R52 
CONTRIBUTIONS 

Canada  Pension  Plan,  R25,  R26, 

R29,  R39 
employment  pensions,  R43,  R44, 

R78-R81 
PURS,  R40  d) ,  e) ,  f),  k),  1) 


DISCLOSURE,  R52,  R57,  R74,  R83, 
R84,  R112 


ELIGIBILITY 

Canada  Pension  Plan,  R31,  R36, 

R39,  R140,  R141 
employment  pensions,  R97-R100, 

R142 
government  programs,  R5,  R13, 

R17,  R140,  R141 
EMPLOYMENT  PENSIONS 
audit  * 

Central  pension  agency  * 
contributions,  R78,  R79,  R81 
commutation  of  rights,  R48 
disclosure  * 
eligibility  * 
Family  Law  Reform  Act,  R145, 

R146 
garnishment,  R95 
investment  * 
integration  * 
lien  for  unpaid  contributions, 

R78,  R79 
life  annuities  * 
locking- in  * 
multi-CTfiployer  plans  * 
part-time  enployees,  R97 
Pension  Benefits  Act  * 
Pension  Commission  of  Ontario  * 
plan  termination  * 
PURS  (Provincial  Universal 

Retirement  System)  * 
representation  of  plan  members, 

R93 


Where  no  recommendation  number  appears,  see  separate  listing. 
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situs  of  assets,  R82 
survivor  benefits  * 
termination  rights  * 
time  for  payment  of 
contributions,  R81 
trustees,  R94 
uniformity  * 
vesting  * 
wind-up  priorities,  R76,  R77 


FUNDING 

Canada  Pension  Plan,  R24-R29 
FUNDING  OF  EMPLOYMENT  PENSIONS 
actuarial  assumptions,  R60 
actuarial  methods,  R58,  R59 
actuarial  valuations,  R61-R67, 

R72,  R84 
amortization  periods,  R68-R70 
indexing,  R73 
plan  improvements,  R71 
post-retirement  adjustments, 

R73 
test  valuation,  R70 
time  for  payments,  R81 
FUNDING  OF  PUBLIC  SECTOR 

EMPLOYMENT  PENSIONS 
actuarial  valuations,  R66,  R67, 

R72,  R115 
compliance  with  Pension 

Benefits  Act,  R72,  R108-110 
matching  contributions,  R113 
separate  funds,  R114 
Superannuation  Adjustment 

Benefits  Act,  R116,  R120 


INDEXING 

Consumer  Price  Index,  RIO,  R135 
employment  pensions  generally, 

R46,  R73,  R138 
excess  interest  concept,  R139 
government  programs,  R2,  RIO, 

R38,  R134 
participating  annuity,  R139 
public  sector  pensions, 
R116-R120 
INFLATION 

Consumer  Price  Index,  R135 
Inflation  Tax  Credit,  R17, 
R136,  R137 
INTEGRATION,  R55-R57 
INVESTMENT 

Canada  Pension  Plan,  R30 
employment  pensions  generally, 
R52 ,  R82 ,  R94 

situs  of  assets,  R82 
public  sector  employment 

pensions,  R121 
PURS,  R40  i) ,  j) 


LIFE  ANNUITIES 

deferred,  R46,  R47,  R49,  R77 
generally,  R102,  R103 
joint  and  survivor,  R54 
participating,  R104,  R139 
PURS,  R40  f ) ,  h) 
unisex,  R40  h),  R105,  R106 

LOCKING-IN,  R40  b) ,  R45,  R47, 
R50,  R51,  R101 


MANDATORY  PLAN 


See   PURS 


GAINS     (GUARANTEED    ANNUAL    INCOME 
SYSTEM,    ONTARIO),    R4,     R5, 
R16,    R17,    R21,    R22,    R23,    R134 

GOVERNMENT   MINIMUM    GUARANTEE 

LEVEL,     R1,     R3-R18,     R20,     R22, 
R134,     R140,     R141,     R144 

GUARANTEED    INCOME    SUPPLEMENT,     R2, 
R5,     R20,     R134 


(Provincial    Universal 
Retirement    System) 
MULTI-EMPLOYER    PLANS,     R83 ,     R84, 
R90-R92 


OLD    AGE    SECURITY,     R2,     R3,     R5, 
R19,     R55,     R134 


Where   no    recommendation   number    appears,    see    separate    listing • 
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PART-TIME  EMPLOYEES,  R97 
PENSION  BENEFITS  ACT,  R4 1 ,  R42, 
R48-R52,  R55,  R58,  R61,  R62 , 
R64-R66,  R70,  R74,  R76-R79, 
R81,  R83-R88,  R90,  R91  ,  R93 , 
R94,  R96,  R97,  R100,  R104, 
R108-R111,  R139 
PENSION  COMMISSION  OF  ONTARIO, 

R44,  R49,  R57,  R59-R61,  R64, 
R69,  R71,  R79,  R82 ,  R85-R89, 
R92,  R93,  R95,  R96,  R103, 
R107,  R115,  R139,  R146 
PLAN  TERMINATION 

generally,  R74-R80 

guarantee  fund,  R75 

insolvency,  R78-R80 

insurance,  R75 

priorities,  R76,  R77 

protected  rights,  R76 

role  of  PCO,  R86 

statutory  lien,  R79 
PORTABILITY    See  also  VESTING 

PURS,  R40  c) 

reciprocal  transfer  agreements 
(public  sector) ,  R130 
POST-RETIREMENT  ADJUSTMENTS. 

See  Indexing 
PURS  (PROVINCIAL  UNIVERSAL 
RETIREMENT  SYSTEM) 

generally,  R40,  R41,  R45,  R50, 
R52,  R56,  R98,  R99,  R101, 
R102,  R104,  R105,  R107,  R139 

opting-out,  R107 

plan  provisions,  R40 
PUBLIC  SECTOR  EMPLOYMENT  PENSIONS 
See  also  EMPLOYMENT  PENSION 
PLANS 

change  from  defined  benefit, 
R127 

collective  bargaining,  R129 

compliance  with  Pension 

Benefits  Act,  R72,  R108-R110 

cost  of,  R112,  R122-R124 

earlier  unreduced  retirement 
benefits,  R132 

earnings  test,  R133 

funding  * 


indexing  * 
investment,  R121 
Legislative  Assembly 

Retirement  Allowances,  R108,S 

R111,  R114 
Management  Board,  R122,  R123, 

R126,  R127 
parity  with  private  sector, 

R128 
provincial  judges,  R131 
public  service  superannuation, 

R114,  R116 
reciprocal  transfer  agreements, 

R130 
Superannuation  Adjustment 

Benefits  Act,  R116,  R120 
Treasury,  R123,  R124,  R126 
Workmen's  Compensation  Board, 

R125 


RETIREMENT  AGE 

Canada  Pension  Plan,  R36,  R39, 

R140,  R141 
employment  pensions,  R142, 

R143,  R153 
government  programs,  R5,  R14, 

R17,  R140,  R141,  R144 


SPOUSE'S  ALLOWANCE,  R2,  R5,  R14 
SURVIVOR  BENEFITS 

Canada  Pension  Plan,  R33,  R35 
employment  pension  plans,  R53, 

R54,  R147 
joint  and  survivor  annuities, 

R54 
PURS,  R40  g) 


TAXATION,  R17,  R19,  R20,  R40  1), 
R50,  R136,  R137,  R148-R156, 
R163 

TERMINATION  RIGHTS 

employment  pensions,  R43-R46, 
R48,  R50-R52,  R76 ,  R77,  R83 


*  Where  no  recommendation  number  appears,  see  separate  listing. 
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UNIFORMITY 

employment  pensions,  R52, 

R157-R161 
generally,  R157-R163 
UNISEX  TABLES    See  LIFE 
ANNUITIES 


VESTING    See  also  TERMINATION 

RIGHTS,  R40  b),  R4 1  ,  R42 ,  R44 


WIND-UP  PRIORITIES    See  PLAN 
TERMINATION 
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Parti 

Government  Retirement  Income  Programs 

(Volume  I) 


The   Commission  examined   the   income    and    benefits   provided    for    the 
elderly   by   government  programs  and  found: 

( i)  The  governments  of  Canada   and    Ontario    guarantee    a    monthly 

income  (at  January  1980)  indexed  quarterly  to  the  increases 
in  the  cost  of  living  amounting  to  $371.06  for  an  individual 
and  $722,12  for  a   couple  aged  65  and  over. 

(ii)  This  income  is  provided  to  those  aged  65  and  over  by:  Old 
Age  Security  (OAS);  the  federal  Guaranteed  Income  Supplement 
(CIS);  Ontario' s  Guaranteed  Annual  Income  System  (GAINS) 
which  provides  income  to  low-income  pensioners.  The  Canada 
Pension  Plan  provides  income  to  retired  workers .  In  addi- 
tion, government  programs  provide  a  wide  range  of  benefits : 
some  are  available  to  all  aged  65  and  over  (OHIP  coverage 
and  prescription  drugs  without  charge,  Ontario  tax  grants, 
and  income  tax  age  exemption) ;  and  some  are  available  on 
an  income-tested  basis  (pensioner  property  tax  relief, 
subsidized   housing) . 

(Hi)  Income  from  government  programs  is  protected  against  infla- 
tion, with  OAS  and  CIS  indexed  quarterly  to  increases  in 
the  cost  of  living  as  measured  by  the  Consumer  Price  Index 
(CPI),  and  CPP  indexed  annually .  GAINS  levels  reflect 
increases  in  OAS  and  GIS  and  are  increased  from  time  to 
time. 

(iv)        The  majority  of   today's  elderly   rely   on  government    programs 

for   their   income   in   retirement. 
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GENERAL   RECOMMENDATIONS 

The   Commission   makes    the    following    general     recommendations    for 
government   retirement   income  programs: 

Recommendation  1 .  The  governments  of  Canada  and 
Ontario  should  continue  to  guarantee  a  minimum  level 
of  income  to  all  persons  65  and  over  sufficient  to 
provide  an  adequate  amount  of  income  to  allow  them 
to  participate  in  Canadian  society. 

Recommendation  2.  The  income  provided  through  OAS, 
CIS,  and  CPP  should  continue  to  be  protected  against 
inflation. 

Recommendation  3 .  The  Government  of  Ontario  should 
resist  any  move  towards  increasing  existing  benefits 
for  the  elderly  now  provided  on  a  universal  basis. 
Allocation  of  monies  to  provide  income  or  services 
in  retirement  should  be  directed  towards  those  in 
need. 

Recommendation  4 .  An  approach  should  be  adopted  for 
all  social  assistance  in  Ontario  to  reflect  actual 
rather  than  assumed  need. 

Recommendation  5 .  The  Government  of  Ontario  should 
maintain  the  age  of  65  as  the  age  at  which  provision 
of  retirement  income  or  services  on  the  basis  of 
need  is  made  available  out  of  government  resources, 
with  any  future  change  in  the  eligibility  age  to  be 
made  in  concert  for  all  government  programs  provid- 
ing retirement  income. 


EFFECTIVENESS   OF    GOVERNMENT   PROGRAMS 

Adequacy 

The  Commission  assessed  the  adequacy  of  the  benefits  available  from 
government  programs  to  persons  age  65  and  over  resident  in  Ontario ,  and 
found  that  at  January  1,  1979,  the  income  guaranteed  to  a  single  person 
with  little  or  no  other  retirement  income  was  inadequate  while  the 
income  guaranteed  to  a  married  couple  was  adequate.  For  January  1980, 
the  Commission  found  that  the  minimum  adequate  level  of  retirement 
income  should  be  $5,368  yearly  ($447  monthly)  for  a  single  person  aged 
65  and  $9,201  yearly  ($767  monthly)  for  a  married  couple  both  65.  The 
Commission   therefore  makes   the  following   recommendations : 

Recommendation  6 .  A  well-defined  standard  should  be 
adopted  to  determine  the  adequacy  of  income  levels 
from  all  government  income  programs,  whether  or  not 
the  programs  provide  income  in  retirement.  The 
standard  suitable  for  determining  the  adequacy 
of    levels    of    income    should    apply    to    all    types    of 
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beneficiaries  and  should  reflect  economic  conditions 
affecting  all  the  people  of  Ontario  at  the  time  the 
standard  is  applied. 

Recommendation  7.  Adequacy  of  income  should  be 
assessed  in  terms  of  "available  income;"  that  is, 
after-tax  dollars  plus  the  value  of  other  additional 
benefits.  "Available  income"  in  retirement  is 
the  total  income  dollars  received  from  all  govern- 
ment programs  less  income  tax  (if  any)  calculated 
using  age  65  exemptions  and  other  applicable  exemp- 
tions and  deductions,  plus  the  value  of  Ontario  tax 
credits. 

Recommendation  8.  In  setting  a  minimum  level  for 
adequate  income,  the  principle  should  be  endorsed 
and  implemented  that  a  single  person  age  65  and  over 
needs  more  than  one-half  the  amount  needed  by  a 
married  couple  both  65,  such  additional  amount  being 
one-sixth  of  half  the  amount  required  by  a  married 
couple  both  65. 

Recommendation  9.  For  years  after  1980,  the  Govern- 
ment of  Ontario  should  consider  adopting  a  standard 
linked  to  the  minimum  wage  in  Ontario  for  deter- 
mining the  adequacy  of  the  level  of  income  provided 
by  government  programs.  For  example,  such  a  minimum 
could  be  based  on  70  per  cent  of  twice  the  minimum 
wage  for  a  married  couple  both  65,  and  about  60  per 
cent  of  the  resulting  amount  for  a  single  person, 
such  amounts  to  be  interpreted  as  "available  income" 
and  not  as  gross  amounts. 

Recommendation  10.  The  level  established  as  ade- 
quate as  determined  from  time  to  time  by  reference 
to  the  minimum  wage  standard  should  be  increased  on 
a  yearly  basis  to  reflect  annual  increases  in  the 
Consumer  Price  Index  for  periods  between  v^ich  there 
is  no  change  in  the  minimum  wage.  When  changes  in 
the  minimum  wage  are  made,  the  standard  should  be 
assessed  from  time  to  time  having  regard  to  all 
the  effects  such  change  may  have  on  the  people  of 
Ontario  and  the  economy  of  Ontario  and  not  just  to 
the  effect  of  changes  in  the  Consumer  Price  Index  on 
the  minimum  level  for  adequacy. 

Recommendation  1 1 .  Net  replacement  ratios  for  those 
in  lower  income  ranges  should  be  greater  than  for 
those  in  higher  income  ranges. 

Recommendation  12.  Assistance  to  low-income  per- 
sons  aged  65  and  over  should  be  through  money  pay- 
ments where  feasible  rather  than  through  increased 
services. 

Inequities 

While  the  Commission  found  that  government  programs  provided  a  high 
degree  of  coverage  and  protection  from  inflation,  it  found  the  following 
inequities: 
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( i)  In  determining  el ig ibil ity  for  government  income- tested 
programs ,  some  benefits  such  as  Workmen'  s  Compensation 
payments  and  veteran' s  pensions  are  not  taken  into  account , 
so   that   income  for   the   test   purposes   is   understated. 

( ii)  The  Spouse' s  Allowance  program  provides  benefits  to  spouses 
(aged  60-64)  of  pensioners  age  65  and  over  as  if  that  spouse 
were  age  65.  It  provides  unequal  treatment  of  unmarried  and 
widowed  persons  aged  60  to  64  compared  with  those  in  the  same 
age  group  who  are  married  to  pensioners.  It  also  provides  no 
benefits  for  pensioners  whose   spouses  are   under  age  60. 

Therefore   the   Commission  recommends   as  follows : 

Recommendation  13.  In  determining  eligibility  for 
government  income-tested  programs  and  the  amount  of 
income  provided,  all  income  should  be  taken  into 
account,  including  Workmen's  Compensation  benefits, 
veteran's    allowances,    and    family   allowances. 

Recommendation  14.  The  Government  of  Ontario  should 
seek  the  phasing-out  of  the  Spouse's  Allowance 
program.  Those  requiring  income  assistance  under 
age  65  should  be  cared  for  under  the  Family  Benefits 
program  or  similar  programs  under  the  Canada  Assist- 
ance  Act. 


ROLE   OF   ONTARIO 

Although  much  of  the  administration  of  social  security  programs 
covering  Ontario  residents  falls  within  federal  jurisdiction,  Ontario  is 
in  a  position  to  adapt  its  own  programs  to  give  effect  to  the  Commis- 
sion's  recommendations.  The  Commission  therefore  makes  the  following 
recommendations : 

Recommendation  15.  The  Government  of  Ontario  should 
give  effect  to  the  recommendations  of  the  Commission 
by  amending  its  own  income- tested  programs,  tax 
system,  and  programs  providing  benefits  for  the 
elderly. 

Recommendation  16.  The  Government  of  Ontario  should 
resist  any  attempt  to  extend  new  services  for  those 
65  or  over,  free  or  at  reduced  cost,  on  a  universal 
basis,  and  move  toward  the  provision  of  services  on 
the   basis    of   need    only. 

Recommendation  17.  No  steps  should  be  taken  to 
broaden  any  existing  Ontario  programs,  such  as  the 
Ontario  Tax  Credits,  except  for  the  addition  of 
an  Inflation  Tax  Credit,  (Recommendation  136), 
or  to  adopt  any  new  assistance  programs  based  on 
chronological  age  alone  unless  eligibility  for  these 
is   based   on   real    need    and    not   on   an    assumed    need    or 
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a  need  artificially  created  by  ignoring  payments 
actually  available  to  the  recipient  to  satisfy 
need. 


Recommendation  18.  Programs  providing  benefits  on 
the  basis  of  need,  including  all  income-tested  pro- 
grams and  income-tested  tax  exemptions  and  credits, 
should  take  into  account  all  income  to  eliminate 
double  payments. 


AMENDMENTS    TO   GOVERNMENT    PROGRAMS 

In  order  to  attain  adequacy  levels  determined  by  the  Commission  and 
to  remove  inequities  ascertained  by  the  Commission' s  assessment  of  the 
adequacy  of  retirement  income  from  government  programs ,  these  programs 
should   be  amended   as   indicated   in   the  following    recommendations: 

Old  Age  Security   (OAS) 

Recommendation  19.  The  Government  of  Ontario  should 
seek  amendments  to  the  Income  Tax  Act  to  tax  back 
at  a  100  per  cent  rate  payments  of  OAS  for  those 
persons  having  a  net  taxable  income  in  the  year  as 
defined  under  the  Income  Tax  Act,  of  $30,000,  with 
suitable  notch  provisions  so  that  the  resulting  tax 
backs  will  not  decrease  net  taxable  income  below 
$30,000. 

Guaranteed  Income  Supplement   (CIS) 

Recommendation  20.  The  Government  of  Ontario  should 
by  negotiation  seek  to  increase  basic  payment  lev- 
els of  the  Guaranteed  Income  Supplement  to  remedy 
any  inadequacy  in  the  level  of  "available  income" 
received  by  single  persons  and  to  implement  the 
recommended  ratio  between  single  and  married  persons 
so  that  the  single  person  receives  about  60  per  cent 
of  the  amount  that  a  married  couple  receives. 

Guaranteed  Annual    Income  System    (GAINS) 

Recommendation  21.  Until  changes  can  be  made  to 
increase  the  GIS  as  recommended,  the  Government  of 
Ontario  should  increase  without  delay  the  payment 
for  GAINS  to  bring  single  persons  up  to  the  adequacy 
level  of  "available  income"  recommended  for  the 
year  in  which  the  increase  is  made.  (January  1980 
"available  income"  adequacy  levels:  single  person, 
$447  monthly;  married  couple,  $767  monthly). 

Recommendation  22.  The  Government  of  Ontario  should 
adopt  and  implement  in  all  programs  the  principle 
that  single  jjersons  aged  65  and  over  need  about  60 
per  cent  of  the  income  required  by  a  married  couple. 
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Recommendation  23.  Except  for  changes  in  the  level 
of  benefits,  maintaining  a  proper  single  to  married 
couple  ratio,  and  in  assessing  all  income  to  deter- 
mine benefits,  the  Government  of  Ontario  should 
continue  to  operate  GAINS  on  the  principles  now 
embodied  in  the  legislation,  and  GAINS  payments 
should  continue  to  be  financed  from  the  Consolidated 
Revenue    Fund. 
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Part  II 

Ontario  and  the  Canada  Pension  Plan 

(Volume  V) 


FINANCING   THE   CANADA    PENSION   PLAN 

The  Canada  Pension  Plan  is  an  earnings-related  contributory  social 
insurance  program  designed  to  provide  all  workers  with  retirement  income 
up  to  a  maximum  of  25  per  cent  of  the  average  industrial  wage.  Although 
operated  by  the  federal  government,  the  plan  is  essentially  a  federal- 
provincial  undertaking .  Because  the  CPP  amending  formula  requires  that 
any  major  change  be  approved  by  two-thirds  of  the  participating  prov- 
inces (all  except  Quebec)  having  two-thirds  of  the  covered  population, 
Ontario  is  in  the  unique  position  of  having  an  effective  veto.  As  a 
result,  and  in  view  of  the  significant  amendments  that  have  been  or  are 
likely  to  be  proposed,  Ontario' s  responsibil  ity  -  to  assess  fully  the 
social  and  economic  impact  of  the  plan  and  make  its  conclusions  known  to 
the  other  governments  -   has  been  a  prime   concern  of   this  Commission. 

The  Commission  studied  the  financing  of  the  CPP  in  depth,  and  made 
extensive  projections  on  a  variety  of  demographic ,  social  and  economic 
assumptions.      Among    its  conclusions  are: 

The  Elderly  Population 

( i)  The  population   of   Canada    aged    65    and    over    will    increase 

from  7.9  per  cent  of  the  total  population  in  1970  to  10.7 
per  cent  in  2000  and  14.5  per  cent  in  2020.  A  similar 
increase  may   be  expected   for   the  population  of  Ontario. 

( ii)  The   "dependency"    ratio    of    the    elderly    population    to    the 

working  population  (aged  20-64)  increases  between  1970  and 
2050.  The  total  dependency  ratio  (young  and  old  dependents 
combined )  decl ines  markedly  between  1970  and  1980  and 
gradually  from   1980   to  2010.      Even   with  a   higher  dependency 
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Funding 


cost  for  the  elderly  than  for  the  young,  the  dependency 
burden  is  not  excessive  and  is  not  a  cause  for  alarm.  An 
upturn  in  the  total  dependency  ratio  is  evident  only  in 
2020,  giving  governments  30  years  of  lead  time  to  make 
plans  to  meet  the  requirements  of  an  increased  number  of 
dependents. 


(Hi)  The  present  contribution  rate  of  3.6  per  cent  of  contribu- 
tory earnings  up  to  the  YMPE  is  a  partial  funding  approach 
which  has  resulted  in  a  fund  build-up  of  $14.3  billion  by 
1978.  Funds  not  required  for  current  payment  of  benefits 
have  been  borrowed  by  the  participating  provinces  and  are 
repayable  with   interest . 

(iv)  On   this  partial    funding    basis,    the    cost    of   benefits   and 

expenses  will  equal  contr ibut ions  in  1986,  and  the  cash 
flow  to  the  provinces  will  cease  unless  contributions  are 
increased.  In  1991  all  of  the  interest  payments  will  be 
required  to  pay  benefits ,  and  if  contributions  are  not 
increased  the  CPP  fund  will  start  to  decline.  By  2001,  the 
fund   will   be  exhausted . 

(v)  On   a  pay-as-you-go  basis,    where  benefits    are   paid    as    they 

fall  due  without  any  assets  being  accumulated ,  the  3.6  per 
cent  contribution  rate  covers  the  benefit  payments  until 
after  1985.  The  cost  would  rise  steadily  thereafter  to  a 
peak   of  9.28  per  cent    in  2030. 

(vi)  With  full    funding    (i.e.,    level    premium   funding    with    un- 

funded actuarial  1 iabil ities  at  1980  amortized  over  50 
years)  the  contribution  rates  would  be  required  to  increase 
to  12.53  per  cent  in  1980.  The  fund  would  increase  from 
$25  billion  in  1980  to  $712  billion  in  2000  and  $8.86 
trillion  in  2030- 

Perceived  Problems 

(vii)  The  potential  exhaustion  of  the  fund  with  the  spectre  of 
disillusioned  retirees  is  a  fanciful  scenario  given  promi- 
nence by  the  press.  This  has  resulted  in  unwarranted 
anxiety.  That  the  fund  ivould  be  exhausted  sometime  in  the 
future  at  the  present  contribution  rate  was  understood 
from  the  outset.  The  CPP  is  not  thereby  bankrupt ;  but  it 
will  soon  be  necessary ,  as  orig inally  contemplated ,  to 
settle  on  a   schedule  for  changes   in   the   contribution  rates. 

(viii)  The  possibility  is  asserted,  based  on  low  birth  rates,  that 
the   number  of  workers    available    to    support    the    retiring 
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baby  boom,  starting  about  2010,  will  be  insuff icient  and 
will  result  in  a  refusal  to  pay  onerous  contribution  rates. 
A  subsidy  to  retirees  is  now  paid  for  by  today's  workers 
and  accepted  on  the  basis  of  a  social  contract  that  genera- 
tions making  contributions  acquire  rights  to  contributions 
of  future  workers.  Our  studies  show  that  in  reality  the 
presence  of  the  baby  boom  population  results  in  a  declining 
pay-go  cost  for  the  CPP.  Only  in  2030  does  the  baby  boom 
cause  increased  cost.  By  2050  the  effect  of  the  baby  boom 
will  have  disappeared .  The  intergenerational  transfer 
is  neither  as  great  nor  as  sudden  as  some  commentators 
allege. 

( ix )  A  pay-as-you-go   public    pension   plan   does    not    appear    to 

result  in  lower  personal  savings  with  a  resulting  loss  of 
capital    to   the   economy. 

Full   Funding 

The  Commission  does  not  recommend  full  funding  for  the  following 
reasons: 

1.  Contribution  rates  would  have  to  be  increased  to  12.53  per  cent 
from  1980  to  fund  the  plan,  including  amortization  of  the 
present  unfunded  actuarial  liability  of  the  CPP  over  50  years 
(on  a  level  premium  basis)  and  to  fund  the  plan  as  would  be 
required  in  a  private  sector  &aployment  pension  plan.  The  rate 
would  continue  at  12,53  until  2030  when  it  would  drop  to  9.66 
per  cent.  Such  a  large  and  abrupt  increase  now  would  create 
dislocation  through  increased  employer  costs  and  disincentives 
for  individuals  to  save.  Increased  contribution  rates  would 
lead   to  pressures   to   increase   benefits. 

2.  The  fund  would  be  enormous,  increasing  from  $14.3  billion  in 
1978  to  almost  $9  trill  ion  in  2030.  Canada' s  foreseeable 
capital  requirements  cannot  accommodate  investment  of  such 
large  amounts. 

3.  Large  amounts  would  become  available  for  increased  provincial 
government  spending .  Control  of  the  funds  through  quasi- 
independent  government  agencies  is  no  guarantee  against  future 
government    intervention. 

4.  The  CPP's  prime  role  should  not  be  that  of  an  economic  tool  to 
control    the   Canadian  economy. 

The  Commission  believes  that  a  pay-as-you-go  funding  basis  is  com- 
patible with  the  social  security  design  of  the  Canada  Pension  Plan.  It 
therefore  makes   the   following   recommendations : 
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FUNDING   RECOMMENDATIONS 

Recommendation  24.  The  Canada  Pension  Plan  should 
be  funded  on  a  pay-as-you-go  basis,  with  a  contin- 
gency fund  maintained  at  the  level  required  to 
satisfy  twice  the  year's  benefit  and  administrative 
cost   pay-out    three    years    in    advance. 

Recommendation  25.  The  existing  combined  contribu- 
tion rate  of  3.6  per  cent  should  continue  unchanged 
until  such  time  as  the  existing  fund  is  reduced 
to  the  level  required  to  satisfy  twice  the  year's 
benefit  and  administrative  cost  pay-out  three  years 
in   advance. 

Recommendation  26.  When  an  increase  in  contribution 
rates  on  a  pay-as-you-go  basis  is  required  there 
should  be  a  gradual  phasing-in  of  increases  to 
approximate  pay-as-you-go  rates  by  setting  contri- 
bution rates  six  years  in  advance  of  such  changes, 
to   maintain    a   contingency   fund    at   all    times    equal    to 

twice  the  year's  benefit  and  administrative  cost 
pay-out    three    years    in    advance. 

Recommendation  27.  Until  the  existing  fund  is  re- 
duced to  the  level  required  by  the  recommendations, 
the  CPP  fund  should  be  operated  on  the  Fund  C  basis 
outlined  in  Statutory  Actuarial  Report  No.  6  for  the 
CPP,  with  actual  payment  of  interest  on  borrowing  to 
be  made  after  excess  funds  above  the  level  required 
to  satisfy  twice  the  year's  benefit  and  adminis- 
trative cost  pay-out  three  years  in  advance  are  no 
longer    available    for    lending    to    the   provinces. 

Recommendation  28.  The  CPP  fund  should  be  operated 
on  the  Fund  C  basis  so  that  no  repayment  of  capital 
of  the  fund  is  required  from  the  provinces  except  on 
a  call  basis  (sxibject  to  investment  of  the  capital 
as  required  in  Recommendation  30)  to  satisfy  the 
purposes   of    the    contingency    fund. 

Recommendation  29.  There  should  be  no  increases 
to  the  benefit  formula  under  the  CPP  without  an 
increase  in  contribution  rates  on  a  pay-as-you-go 
basis  with  a  contingency  fund  to  satisy  twice  the 
year's  benefit  and  administrative  cost  pay-out 
three  years  in  advance,  to  cover  the  full  cost 
of  such  increased  benefits  without  regard  to  any 
excess  funds  on  hand  resulting  from  existing  funding 
procedures. 


INVESTMENT   RECOMMENDATION 

Present  investment  procedures  have  been  criticized  for  giving  the 
appearance  of  producing  only  a  "ghost  fund"  and  for  prov id ing  an 
investment  return  to  the  fund  that  is  lower  than  market  rates.  The 
Commission  bel ieves  it  important  to  provide  a  fund  with  tang ible 
marketable  assets,    requiring   scheduled    repayment .      Such    investment    of 
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the  fund  would   in   turn  produce  market   rates  of  return.      The    Commission 
therefore  makes   the   following    recommendation: 

Recommendation  30.  The  investment  structure  of 
the  CPP  should  be  altered  to  ensure  the  receipt 
of  market  rates  of  interest  on  the  capital  of  the 
fund  and  to  ensure  a  control  of  investment  through 
links  with  normal  market  practices,  by  adopting  the 
following   procedures: 

a)  upon  maturity  of  existing  provincial  under- 
takings, commencing  in  1986,  each  obligation 
should  be  replaced  with  a  twenty-year  negotiable 
bond  with  a  fixed  maturity  date  issued  by  a 
provincial  Crown  corporation,  guaranteed  by  the 
province  and  accompanied  by  a  certificate  of  the 
treasurer  of  the  province  that  the  proceeds  of 
such   bonds    are   being    used, 

(i)  to  invest  in  fixed  assets  of  the  provin- 
cial  Crown   corporation,    or 

(ii)  to  refinance  outstanding  debt  of  the  pro- 
vincial Crown  corporation  originally  used 
to    finance    acquisition   of    fixed    assets; 

b)  the  interest  rate  on  such  new  securities  should 
be  at  the  market  rate  determined  by  the  average 
rate  prevailing  in  the  twenty  preceding  trading 
days  on  outstanding  long-term  debt,  issued  by 
or  guaranteed  by  the  province,  denominated  in 
Canadian    dollars;    or    struck    by   reference    to 

(i)  the  average  of  interest  rates  on  all 
outstanding  debt  issued  or  guaranteed 
by  participating  provinces,  weighted 
according  to  CPP  contributions  in  the  year 
of    calculation,    or 

(ii)  the  average  interest  rate  on  outstanding 
debt  issued  or  guaranteed  by  the  province 
concerned,  with  the  treasurer  of  the 
province  having  the  right  to  elect  between 
(i)    and    (ii); 

c)  all  funds  declined  by  the  provinces  in  any  month 
should  be  invested  in  90-day  treasury  bills 
of  the  province  concerned,  or  of  the  federal 
government  if  no  provincial  bills  are  available, 
until  such  time  as  the  province  takes  up  the 
funds  against  the  securities  of  a  provincial 
Crown    corporation    as    stipulated    in    a) . 


BENEFIT   FEATURES 

Many  of  the  briefs  to  the  Commission  urged  changes  in  the  existing 
benefit  structure  of  the  CPP.  Some  advocated  improvements  such  as  an 
increase  in  the  percentage  rate  for  survivor  benefits ;  others  sought 
alteration  of  the  basic  framework  of  the  plan,  such  as  a  change  from  an 
earnings- related  plan  to  one  which  would  include  unpaid  workers  such  as 
housewives. 

25 


Except  for  the  recommended  adoption  of  the  child- rear ing  dropout 
provision,  the  Commission  does  not  favour  major  changes  in  the  benefit 
structure  of   the  plan.    It    therefore  makes   the  following    recommendations: 

Recommendation  31.  The  Government  of  Ontario  should 
support  the  continuation  of  the  CPP  on  its  present 
compulsory  and  "earnings-related"  basis  and  resist 
any  extension  of  coverage  to  unpaid  workers. 

Recommendation  32.  The  Government  of  Ontario  should 
approve  the  amendment  of  the  CPP  for  the  child- 
rearing  dropout  provision  as  now  legislated,  to  take 
effect  without  delay. 

Recommendation  33.  Benefits  payable  to  the  survivor 
of  a  deceased  contributor  in  receipt  of  retirement 
benefits  should  continue  to  be  approximately  60  per 
cent  of  the  pension  benefit  of  the  deceased  contrib- 
utor, and  the  Government  of  Ontario  should  resist 
any  extension  of  the  existing  survivor  benefits. 

Recommendation  34.  The  Government  of  Ontario  should 
take  no  steps  to  extend  the  principle  of  credit- 
splitting  upon  dissolution  of  marriage  to  create  a 
division  of  credits  during  marriage. 

Recommendation  35.  The  Government  of  Ontario 
should  resist  any  steps  to  increase  the  existing 
levels  of  retirement  benefits  and  survivor  benefits 
under  the  CPP,  or  to  alter  the  existing  goal  of  25 
per  cent  of  the  Average  Industrial  Wage  for  those  at 
the  YMPE,  and  such  benefits  should  continue  to  be 
financed  by  equal  contributions  by  employer  and 
employee.  (See  Recommendation  40  for  a  mandatory 
retirement  savings  plan) . 

Recommendation  36.  The  earliest  age  of  eligibility 
for  CPP  retirement  benefits  should  continue  to  be 
age  65,  with  any  future  change  to  be  only  in  concert 
with  all  government  retirement  income  programs. 

Recommendation  37.  The  Government  of  Ontario  should 
consider  amendments  to  the  CPP  to  provide  a  more 
effective,  less  complicated,  and  less  time-consuming 
procedure  for  appeals  as  to  both  contributions  and 
benefits  under  the  CPP. 

Recommendation  38.  All  CPP  benefits  should  continue 
to  be  based  on  earnings  indexed  to  the  Average 
Industrial  Wage  and,  after  payment  commences,  should 
be  indexed  as  at  present  to  the  Consumer  Price 
Index . 

Recommendation  39.  No  earnings  test  for  retirement 
benefits  should  be  reinstated  in  the  CPP  while  age 
for  eligibility  for  retirement  benefits  remains  at 
65. 
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Part  III 

Employment  Pension  Plans 

(Volumes  II  and  III) 


THE  NATURE   OF   EMPLOYMENT   PENSION   PLANS 

As  defined  by  the  Commission ,  an  employment  pension  plan  is  one 
financed  by  an  employer  or  group  of  employers  for  the  purposes  of 
providing  retirement  income  for  employees .  Our  definition  expressl  y 
includes  plans  operated  by  government  as  employer ,  but  excludes  the 
CPP  and  other  "government  programs ."  The  Commission' s  discussion  of 
employment  pension  plans  deals  with  plans  for  employees  in  both  the 
private  and  the  public  sector  and  the  recommendations  apply  equally  to 
both.  In  addition  there  are  other  recommendations  which  apply  to  the 
public  sector  alone.  The  latter  are  found  in  Part  IV  of  this  summary 
entitled  Ontario  Public   Sector  Employment  Pension  Plans. 

An  &nployment  pension  plan  nay  be  initiated  and  controlled  exclu- 
sively by  the  employer ,  or  may  be  the  result  of  collective  bargaining 
and  involve  a  union  in  some  or  all  aspects  of  administration.  It  may  be 
a  multi-employer  plan,  as  are  many  in  the  construction  industry ;  the 
same  term  may  be  applied  to  the  Ontario  Municipal  Employees  Retirement 
System    (OMERS ) . 

Employment  pension  plans  are  essentially  voluntary  in  the  sense 
that  they  are  not  imposed  by  law,  except  for  certain  statutory  plans 
in  the  public  sector.  Generally ,  the  size  and  type  of  the  pension 
"promise"  is  a  matter  for  the  discretion  of  the  parties  directl  y  con- 
cerned. Similarly ,  a  plan  sponsor  may  discontinue  the  pension  plan. 
The  employer's  financial  obligation,  unless  extended  in  some  manner  by 
legislation,  is  limited  to  those  contributions  that  are  required  up  to 
the    time   the  plan   is   terminated. 

Government  regulation  -  since  1965  in  Ontario  -  has  been  directed 
towards  several    outstanding   problem   areas    in    the    field    of   employment 
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pension  plans:  princ ipally  those  of  portabil ity ,  solvency  and  in- 
vestment practices .  Plans  are  also  subject  to  certain  rules  set  by 
the  Minister  of  National  Revenue  for  el  igibil  ity  of  pension  plans  for 
tax  deductibility;  one  such  rule  is  that  a  plan  must  be  accepted  for 
registration  by  the  applicable  provincial  supervisory  authority  (or 
federal,   depending   on   the   jurisdiction) , 

If  employment  pensions  are  to  continue  playing  a  significant  role 
in  a  retirement  income  system,  it  is  important  that  they  be  encouraged 
and,  where  necessary ,  forced  to  serve  their  members  effectively  and 
fairly  -  and  above  all,  to  develop  in  such  a  way  that  the  promises  made 
today  can  be  kept  tomorrow.  Many  of  the  problems  identified  by  the 
Commission,  as  will  be  seen,  lend  themselves  to  treatment  within  the 
general  framework  of  the  Pension  Benefits  Act.  However,  in  order  to  be 
regulated  under  that  act,  a  plan  must  first  exist.  Accordingly ,  it  was 
the  Commission' s  decision  to  start  with  an  examination  of  the  coverage 
problem  -  one  which  is  clearly  of  greatest  significance  for  nearly  half 
of  the  Ontario  work-force.  Our  recommendations  on  this  matter  are 
followed  by  those  relating  to  employment  pensions  as  they  exist  today 
and  as  they  may  be  expected  to  perform  their  important  role  in  the 
future. 


COVERAGE    -   THE   MANDATORY   RETIREMENT    SAVINGS   PLAN 

In  order  to  evaluate  the  effectiveness  of  existing  employment 
pension  plans  the  Commission  examined  to  what  extent  workers  are  covered 
by   such  arrangements ,   and  found: 

( i)  50.4  per  cent  of  the  work-force  in  Ontario  are  members  of 
employment  pension  plans.  Excluding  public  sector  plans 
where  coverage  is  95  per  cent,  about  50  per  cent  of  men 
and  22  per  cent  of  women  working  in  the  private  sector  are 
covered  by  an  employment  pension.  Such  coverage  is  not 
likely  to  increase  in  the  foreseeable  future  in  the  absence 
of  government   compulsion. 

( ii)  A  million  and  a  half  paid  workers  of  the  work- force  in 
Ontario  are  neither  members  of  an  employment  pension  plan  nor 
holders  of  a  Registered  Retirement  Savings  Plan.  Without 
such  coverage,  replacement  of  at  least  a  measure  of  income 
in  retirement  above  the  minimum  levels  of  the  government 
programs  and  the  Canada  Pension  Plan  is  not  possible  for  most 
Ontario   workers. 

The  Commission   therefore  makes   the   following   recommendation: 

Recommendation  40.  The  Government  of  Ontario  should 
institute  by  legislation  a  mandatory  retirement 
savings  plan  for  all  workers  in  Ontario  aged  1 8  to 
64  with  the  following  features: 
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a)  The  Provincial  Universal  Retirement  System 
(PURS)  to  be  based  on  an  individual  account 
(money-purchase)    design. 

b)  All  contributions  to  be  immediately  vested  and 
locked-in,  with  a  refund  of  employee  contribu- 
tions to  be  available  to  those  below  the  Year's 
Basic   Exemption. 

c)  All  monies  accruing  in  individual  benefits 
accounts    to   be    completely  portable. 

Contr  ibut  ions 

d)  Contributions  by  employer  and  employee  to  be 
based  on  earnings  up  to  the  Average  Industrial 
Wage  (with  YMPE  and  YBE  the  same  as  those  of  the 
CPP  from  year  to  year).  Self-employed  persons 
to  contribute  at  the  combined  employer-employee 
rate. 

e)  Levels  of  contribution  to  be  determined  by  the 
government,  based  on  the  percentage  of  AIW  it 
desires  to  be  replaced  when  the  plan  is  mature , 
e.g.,  15  to  25  per  cent.  Contributions  to  be 
divided  equally  between  employer  and  employee 
except  that  employee  contributions  will  be 
graduated.  The  lowest  contributions  will  be 
made  by  employees  between  ages  18  to  30,  higher 
contributions  age  30  to  45,  and  full  contri- 
butions age  45  to  65,  but  employer  percentages 
will  be  the  same  for  those  aged  18  to  64.  For 
example,    employee    contributions:      age    18    to    30, 

1  per  cent  of  pay  to  the  YMPE  ceiling;  30  to  4  5, 
1-1/2   per    cent;    45   to   65,    2  per    cent;    employer, 

2  per  cent  throughout;  to  provide  about  20  per 
cent  replacement,  based  on  the  Commission's  most 
probable   assumptions. 

Benefits 

f)  The  benefit,  payable  any  time  between  age  65  and 
71,  to  be  in  the  form  of  a  range  of  annuity 
options  such  as  escalating  and  participating 
annuities;  but  where  the  employee  at  retirement 
has  a  spouse,  the  primary  benefit  must  be  a  life 
annuity  for  the  employee  with  at  least  a  60  per 
cent  survivor  benefit  for  the  spouse,  unless  the 
spouse  waives  such  benefit  in  writing. 

g)  If  the  employee  dies  before  withdrawing  funds, 
the  estate  to  succeed  to  the  funds  subject 
to  survivor  benefits  as  recommended.  (See 
Recommendation  53). 

h)  Annuities  for  male  and  female  employees  to  be 
costed  in  such  a  fashion  that  equal  monthly 
benefits  will  be  provided  for  the  same  capi- 
tal accumulation  for  males  and  females.  (See 
Recommendation  105). 
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Deposit  Vehicle 

i)  The  employee  to  have  a  choice  of  financial 
intermediary  for  the  investment  of  his  or  her 
contributions  and  those  of  the  employer.  Finan- 
cial intermediaries  to  be  those  now  eligible 
for  Registered  Retirement  Savings  Plans  and 
a  central  pension  agency  to  be  set  up  by  the 
Government  of  Ontario.  (See  Recommendation 
52). 

Investments 

j)  Funds  to  be  invested  in  the  same  kinds  of  in- 
vestment now  permitted  for  pension  funds  in 
Ontario  except  that  foreign  investments  would  be 
excluded. 

Administration 

k)  Contributions  to  be  made  by  payroll  deduction 
and  remitted  together  with  employer  contri- 
butions through  Revenue  Canada  (Taxation)  in 
a  fashion  similar  to  CPP  contributions,  or  to 
the  Ontario  central  pension  agency,  and  thence 
to  the  designated  financial  intermediaries. 

Income  Tax  Deductibility 

1)  Contributions  of  employee,  employer,  and 
self-employed  to  be  deductible  for  income  tax 
purposes. 

Opting-out    of    PURS 

m)  Employers  may  be  allowed  to  opt  out  of  PURS  in 
strictly  defined  circumstances.  (See  Recom- 
mendation   107). 


PORTABILITY   AND    VESTING 

The  Commission  examined  the  effectiveness  of  pension  plan  member- 
ship by  ascertaining  the  amount  of  retirement  income  participants  are 
likely   to   receive.      The  Commission  found: 

( i)  As   plans    are    presently    designed ,    to    obtain    full    pension 

credits  an  employee  must  work  for  one  employer  for  his  or 
her  entire  worklife  and  the  worklife  must  usually  be  an 
unbroken  period  of  at  least   35  years. 

( ii)  Job  mobility  decreases  the  likelihood  of  obtaining  a  pension 
because  an  employee  may  not  satisfy  the  vesting  require- 
ments, that  is,  the  rules  governing  the  entitlement  to  a 
pension.  Furthermore,  vested  pension  benefits  are  not  truly 
"portable." 

(Hi)  Earlier  vesting  rules  provide  a  partial  answer  to  the  prob- 
lem   inherent    in    the    lack   of   pensions    arising    from    job 
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mobil ity .  Reciprocal  transfer  agreements  and  multi- 
employer pension  plans  provide  limited  portabil ity  for  some 
employees. 

The  minimum  vesting  rule  should  be  changed  from  the  present  rule  of 
age  45  and  10  years  of  continuous  service  or  plan  membership.  In  order 
to  achieve  a  reasonable  balance  between  the  needs  of  younger  and  older 
workers,  the  Commission  favours  a  vesting  rule  based  on  service  alone. 
The  extent  of  the  move  towards  immediate  vesting  is  limited  by  the  cost. 
The  Commission  believes  that  a  decision  on  the  degree  of  earlier  vesting 
should  take  into  consideration  whether  a  mandatory  plan  will  be  insti- 
tuted.     The  Commission  therefore  makes   the  following   recommendations : 

Recommendation  41.  If  the  Government  of  Ontario  en- 
acts  legislation  for  a  Provincial  Universal  Retire- 
ment Savings  Plan,  the  Pension  Benefits  Act  should 
be  amended  to  provide  that  the  minimum  vesting  in 
all  employment  pension  plans  be  upon  completion  of 
ten  years'  continuous  service  with  an  employer  or 
ten  years'  membership  in  the  pension  plan,  and  that 
there  be  no  age  requirement. 

Recommendation  42.  If  a  mandatory  retirement  sav- 
ings plan  is  not  adopted,  the  Pension  Benefits 
Act  should  be  amended  to  provide  that  the  minimum 
vesting  in  all  employment  pension  plans  be  upon 
completion  of  five  years'  continuous  service  with  an 
employer  or  five  years'  membership  in  the  pension 
plan,  and  that  there  be  no  age  requirement. 


LOC KING-IN   AND   RIGHTS   ON   TERMINATION 

Improved   vesting,   with  or  without   a   mandatory  plan,   will    not    solve 
the  following   problems   which  arise  at    termination  of   employment: 

( i)  In   contributory   employment   pension  plans,    locking- in    simul- 

taneously with  vesting  creates  disadvantages  for  terminating 
employees  at  young  ages  who  may  be  purchas  ing  the  whole  of 
the  deferred  life  annuity  with  their  own  contributions .  It 
is  difficult  for  the  employee  to  ascertain  how  much  employer 
money,    if  any,    is   involved    in  providing   the   vested  pension. 

( ii)  In  all  plans,  there  is  no  increase  after  termination  in  the 
value  of  the  vested  benefit ,  and  the  value  of  the  life 
annuity  will  decline  in  real  terms  between  termination  and 
retirement, 

(Hi)  Refunds  for  employees  who  terminate  without  vesting  may 
include  no   interest   or   interest   at  low  rates. 
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Whether  or  not  a  mandatory  plan  is  adopted,  rights  on  termination 
as  set  out  in  the  following  recommendations  should  be  provided  as  mini- 
mum  standards   in   the  Pension   Benefits  Act: 

Recommendation  43 .  Upon  termination  prior  to  vest- 
ing an  employee  should  be  entitled  to  a  refund  of 
his  or  her  own  contributions  with  interest  calcu- 
lated at  one  per  cent  below  the  annualized  rate 
paid  by  Canadian  chartered  banks  on  non-chequing 
accounts,    compounded   annually. 

Recommendation  44 .  Upon  termination  after  vesting 
in  a  contributory  defined  benefit  plan,  the  benefit 
accrued  should  be  valued  under  the  direction  of  the 
Pension  Commission  of  Ontario  to  ascertain  the  cost 
of  the  benefit.  Such  cost  should  then  be  allocated 
one-half  to  the  employee  and  one-half  to  the  em- 
ployer. The  employee's  accumulated  contributions 
with  interest  calculated  at  one  per  cent  below  the 
annualized  rate  paid  by  Canadian  chartered  banks  on 
non-chequing  accounts,  compounded  annually,  should 
be  applied  against  one-half  the  cost,  and  any  excess 
should  be  refunded  to  the  employee.  The  balance 
of  cost  should  be  borne  by  the  employer  for  the 
provision  of  a  deferred  life  annuity  at  normal 
retirement   age   under    the   plan. 

In   the    case    of   non-contributory   plans,    rights    on    termination   would 
remain   unchanged. 

Recommendation  45.  The  Pension  Benefits  Act  should 
be  amended  to  provide  that  upon  termination  an 
employee  in  a  contributory  plan,  whether  defined 
benefit  or  defined  contribution,  should  have  the 
right  to  elect  to  transfer  the  cost  of  one- half  the 
locked-in  pension  benefit  out  of  the  employer's 
pension    fund 

a)  to  his  or  her  PURS  account  (if  PURS  is 
established) ; 

b)  to  a  special  locked-in  vehicle  similar  to  an 
RRSP,  in  his  or  her  name;  (see  Recommendation 
50) 

c)  to  his  or  her  new  employer's  pension  plan,  pro- 
vided that  the  new  employer  agrees  to  accept  the 
transfer  and  also  to  hold  the  monies  locked-in 
subject  to  transfers  arising  on  any  subsequent 
termination   of    employment. 

In   the  case  of  non-contributory  plans   there  would   be  no   similar   right    to 
transfer. 

Recommendation  46.  If  the  recommended  rights  on 
termination  are  adopted,  there  should  be  no  gov- 
ernment compulsion  requiring  the  improvement  of 
deferred  benefits  between  termination  and  normal 
retirement   under    the   plan. 
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Recommendation  47.  Locking-in  of  employees'  con- 
tributions in  employment  pension  plans,  subject 
to  amended  rights  on  termination  as  recommended, 
should  continue  to  be  simultaneous  with  vesting  as 
legislated. 

Recommendation  48.  The  Pension  Benefits  Act  should 
be  amended  Eo  remove  the  25  per  cent  commutation 
privilege  on  termination. 

Recommendation  49.  Cash  commutation  of  a  deferred 
life  annuity  should  be  permitted  where  the  monthly 
amount  payable  at  normal  retirement  age  is  $25  or 
less,  or  such  amount  as  may  be  determined  from  time 
to  time  by  the  Pension  Commission  of  Ontario. 

Recommendation  50.  The  Government  of  Ontario  should 
make  arrangements  with  Revenue  Canada  for  the  crea- 
tion of  a  special  locked-in  vehicle  similar  in  all 
respects  to  existing  RRSPs  except  that  no  monies 
may  be  withdrawn  other  than  for  the  purchase  of  an 
annuity  or  the  operation  of  a  Registered  Retirement 
Income  Fund.  Section  16(1)  of  the  Regulation  under 
the  Pension  Benefits  Act  should  then  be  repealed. 

Recommendation  51.  The  Government  of  Ontario  should 
amend  the  Pension  Benefits  Act  to  provide  that  upon 
transfer  of  the  value  of  accrued  pension  benefits  at 
the  request  of  the  employee  to  the  special  locked-in 
vehicle  recommended,  the  employer  shall  have  no 
further  obligation  under  the  pension  plan  to  the 
employee  for  such  accrued  benefits. 


CENTRAL   PENSION  AGENCY 

In  the  Commission' s  opinion  a  central  pension  agency  is  necessary 
for  the  operation  of  a  mandatory  plan.  Once  established  for  this  pur- 
pose, such  an  agency  could  carry  out  other  useful  functions  such  as 
those  outlined    in   the  following   recommendation: 

Recommendation  52.  A  central  pension  agency  should 
be  created  by  the  Government  of  Ontario  to  fulfil 
the  following  functions: 

a)  to  be  an  alternative  investment  medium  to  re- 
ceive, hold,  and  invest  monies  as  required  for 
the  recommended  mandatory  retirement  savings 
plan  (PURS); 

b)  to  receive,  hold,  and  invest  pension  monies 
arising  from  the  exercise  of  recommended  trans- 
fer rights  on  termination  of  employment; 

c)  to  record  future  pension  rights  under  employment 
pension  plans  for  all  terminated  employees,  to 
receive  such  data  from  employers,  and  to  provide 
such  data  to  plan  members; 
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d)  to  co-operate  with  other  jurisdictions  in  es- 
tablishing a  system  to  provide  information  on 
pension   rights   on   a   national   basis. 


SURVIVOR    BENEFITS 

The  Commission  favours  an  approach  which  would  end  discrimination 
on  the  basis  of  marital  status  in  pension  plans.  The  Commission  en- 
dorses the  attitude  that  over  time  there  should  be  a  move  away  from  the 
assumption  of  need  arising  out  of  marital  or  quasi-marital  status,  and 
towards  adoption  of  entitlement  as  the  rationale .  For  the  present, 
however,  the  Commission  believes  that  the  survivor  benefits  set  out  in 
the  following  recommendations  should  be  required  in  all  employment 
pension  plans. 

Death  Before  Retirement 

Recommendation  53 

a)  Where  an  employee  dies  before  retirement  and 
before  being  vested,  the  estate  should  be  en- 
titled to  a  refund  of  his  or  her  contributions 
with  interest  calculated  at  one  per  cent  below 
the  annualized  rate  paid  by  chartered  banks  in 
Canada  on  non-chequing  accounts  and  compounded 
annually. 

b)  Where  an  employee  dies  before  retirement,  but 
after  becoming  eligible  to  receive  a  retirement 
pension  either  by  attaining  normal  retirement 
age  or  by  fulfilling  the  requirements  for  early 
retirement  as  provided  in  the  plan,  the  spouse 
of  any  age  should  receive  as  a  pension  60  per 
cent  of  the  pension  to  vAiich  the  employee  would 
have  been  entitled  had  he  or  she  actually  re- 
tired   under    the    plan. 

c)  Where  an  employee  dies  before  retirement  and 
after  being  vested  but  before  becoming  eligible 
to  receive  the  pension,  and  leaves  a  spouse  sur- 
viving, the  spouse  should  receive  as  a  pension 
60  per  cent  of  the  pension  to  which  the  employee 
would  have  been  entitled  on  retirement,  payable 
when  the  older  of  the  employee  or  the  spouse 
would  have  attained  or  attains  the  age  of  65 
or  the  normal  retirement  age  under  the  plan, 
whichever   is   earliest. 

d)  Where  an  employee  dies  before  retirement  and 
after  being  vested  but  before  becoming  eligible 
to  receive  the  pension,  and  does  not  leave  a 
spouse,  or  the  spouse  dies  before  receiving  the 
pension  provided  in  (c)  above,  the  estate  of  the 
employee,  or  where  the  spouse  dies  after  being 
entitled  but  before  receiving  the  pension,  the 
spouse's  estate,  shall  receive  the  contributions 
of  the  employee  with  interest,  or  where  applic- 
able, the  amount  which  would  have  been  required 
at    the    employee's    death   to   purchase    the    spouse's 
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pension  by  way  of  an  insurance  company  annuity, 
whichever  shall  be  the  greater. 

These  provisions  shall  apply  to  both  contributory 
and  non-contributory  pension  plans. 


Death  After  Retirement 

Recommendation  54 


a)  All  plans  should  provide,  as  the  normal  form  of 
pension  benefit  under  the  plan,  a  joint  and  last 
survivor  annuity  with  a  choice  of  the  percentage 
level  for  the  survivor  benefit  of  not  less  than 
60  per  cent  and  not  more  than  100  per  cent  of 
the  original  pension  benefit.  In  the  event 
the  percentage  level  is  not  designated  by  the 
employee  the  percentage  should  be  60  per  cent. 
The  plan  may  provide  for  an  actuarial  reduction 
so  that  the  cost  of  the  retirement  benefit  to  a 
person  without  a  spouse  and  a  person  with  a 
spouse  is  the  same.  The  normal  form  should  be 
taken  under  the  plan  unless  another  form  of 
benefit  available  under  the  plan  is  elected  by 
written  consent  of  both  the  employee  and  the 
spouse. 

b)  Where  an  employee  dies  after  the  pension  is  in 
payment  and  without  leaving  a  spouse,  no  benefit 
should  be  paid  to  the  estate  of  the  deceased 
employee  unless  the  plan  so  provides. 


INTEGRATION 

While  approving  the  principle  of  integration  of  some  government 
program  benefits  with  employment  plan  benefits,  the  Commission  is  con- 
cerned that  employees  receive  the  benefits  which  they  have  in  fact  paid 
for.      The  Commission   therefore  makes   the   following   recommendations : 

Recommendation  55.   The  Pension  Benefits  Act  should 

be  amended  to  provide : 

a)  prohibition  for  existing  plans  of  reduction  in 
benefits  by  reference  to  any  increase  in  the 
level  of  Old  Age  Security  payments,  whether 
or  not  for  increases  related  to  the  Consumer 
Price  Index,  above  the  levels  set  at  the  end  of 
December  1979; 

b)  prohibition  for  new  plans  of  reduction  in  em- 
ployment pension  plan  benefits  by  reference  to 
any  benefit  from  Old  Age  Security; 

c)  prohibition  of  non-proportional  methods  of  bene- 
fit offset  integration  for  all  new  plans,  and 
for  all  pensions  from  existing  plans  commencing 
on  or  after  the  date  of  coming  into  force  of 
such  amendment; 
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d)  prohibition  of  integration  by  any  method  for  all 
legislative  amendments  to  the  CPP  coming  into 
effect  after  January  1,  1980,  resulting  in  a 
direct  increase  in  benefit  levels  or  increased 
employee  contribution  rates,  if  integration 
would  have  the  effect  of  reducing  the  pension 
benefit  to  less  than  the  value  of  the  employee's 
benefits  accrued  in  the  employment  pension  plan 
to  the  date  of  such  amendment,  or  than  the  value 
of  the  employee's  contributions,  whichever  is 
greater; 

e)  prohibition  of  integration  by  any  method  for  all 
increases  in  CPP  benefit  levels  resulting  from 
an  increased  YMPE  after  the  year  in  which  the 
YMPE  equals  or  exceeds  the  Average  Industrial 
Wage,  if  it  would  have  the  effect  of  reducing 
the  pension  benefits  accrued  in  the  employment 
pension  plan  to  that  date  to  less  than  the 
employee's  benefits  accrued  to  that  date  or  than 
the  value  of  the  employee's  contributions, 
whichever    is    greater. 

Recommendation  56.  Integration  of  employment  pen- 
sion plans  with  the  mandatory  plan  recommended  by 
the  Commission  should  be  permitted,  provided  that 
pension  benefits  accrued  to  the  commencement  of  the 
mandatory  plan  should  not  be  reduced  by  any  payment 
from   the   mandatory  plan. 

Recommendation  57.  For  all  plans,  steps  should  be 
taken  after  an  appropriate  study  by  the  Pension 
Commission  of  Ontario  to  ensure  that  any  pension 
integration  formula  is  consistent  with  the  prin- 
ciple that  the  accrued  rights  of  each  employee  be 
preserved,  and  that  its  operation  is  adequately 
explained    to    all   plan   members. 


FUNDING 

The  Commission  examined  the  financial  soundness  of  pension  plans  in 
Ontario  and  found  in  general  that  pension  plans  had  been  setting  aside 
sufficient  funds  to  pay  for  pension  promises.  However,  because  problems 
exist  in  the  funding  structure  of  defined  benefit  plans,  it  is  difficult 
to  rely  solely  on  experience  to  date  in  assessing  the  financial  sound- 
ness  of  pension  plans.      Existing  problems   include: 

( i)  the    flexibil  ity    available    to    the    actuary,    leading    to    a 

confusion  of  actuarial  methods  and  assumptions  and  the 
virtual  inability  of  a  non-actuary  to  assess  pension  plan 
valuations   with  any  precision; 

( ii)        wide  differences   in   the   amount   of  money    accumulating ,    as    a 
result   of  different   actuarial    methods; 

(Hi)      the   unlikelihood   that   sufficient   improvement   will    come   from 
within    the   actuarial    profession; 
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(iv)  insufficient  funding  in  the  event  of  a  wind-up,  particularly 
in  flat  benefit  plans,  as  a  result  of  the  periods  permitted 
for  amortization  of   the  cost   of  benefit    improvements. 

The  goal  of  funding  should  be  to  provide  sufficient  pension  funds 
to  purchase  or  provide  all  pensions  to  retired  employees ,  deferred 
pensions  to  all  who  have  met  the  vesting  qualifications,  and  the  accrued 
pensions  of  active  employees ,  Since  a  defined  contribution  plan  is 
always  fully  funded,  the  funding  problem  is  confined  to  defined  benefit 
plans.  Short  of  abolishing  the  defined  benefit  design  to  avoid  funding 
complexities ,  there  must  be  changes  toward  better  control  and  more 
security. 

The  wide  discretion  left  to  the  actuarial  profession  in  the  choice 
of  assumptions  and  methods  can  produce  widely  divergent  results,  affect- 
ing the  size  of  employers'  contributions  for  current  service  and  of  the 
special  payments  toward  unfunded  actuarial  liabilities.  The  degree  of 
funding  has  important  effects  for  plans  which  are  wound-up  before  all 
liabilities  have  been  paid. 

The  administration  of  employment  pension  plans  under  the  Pension 
Benefits  Act  should  therefore  have  as  one  of  its  dominant  goals  the 
financial  protection  of  benefits  promised  to  plan  members .  The  degree 
of  protection  should  be  increased  if  the  Commission' s  proposed  mandatory 
plan  is  not  adopted  and  if  membership  in  a  contributory  pension  plan  is 
not   made  voluntary. 

The  Commission  makes  the  following  recommendations  for  the  achieve- 
ment  of   increased  financial    protection  of  plan  members: 

Actuarial   Funding  Methods  and  Assumptions 

Recommendation  58.  The  Pension  Benefits  Act  or  its 
regulations  should  be  amended  to  limit  the  choice  of 
actuarial  funding  methods  (as  defined  in  Volume  II, 
Chapter  9)    to    the    following: 

Accrued   Benef it-unprojected 

Accrued   Benefit-projected 

Level    Premium-constant   dollar 

Level    Premium-constant  per    cent   of    salary,    entry   age 

normal 
Level    Premium-constant   per    cent   of    salary,    attained 

age    normal. 

The  Aggregate  Funding  method  and  all  other  methods 
except  the  foregoing  should  be  prohibited  immedi- 
ately for  all  new  plans  and  be  phased  out  within  a 
reasonable  time  for  existing  plans. 

Recommendation  59.  The  Pension  Commission  of  On- 
tario should  designate  the  plan  types  for  which  each 
of  the  permitted  funding  methods  is  appropriate. 
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Recommendation  60 .  The  Pension  Commission  of  On- 
tario should  establish  without  delay,  guidelines  for 
the  choice  of  actuarial  assumptions  by  the  actuary 
for  a  pension  plan,  directed  to: 

a)  the  appropriateness  of  the  choice  of  actuarial 
assumptions  and  their  internal  consistency; 

b)  the  incorporation  of  actual  plan  experience, 
where  suitable,  into  the  construction  of  tables 
for  mortality  and  turnover  rates; 

c)  the  identification  of  the  inflation  rate  and 
other  elements  making  up  the  salary  scale  and 
interest  rate  assumptions  and  requiring  internal 
consistency. 


Actuarial   Valuations 


Recommendation  61.  The  Pension  Benefits  Act  or  its 
regulations  should  be  amended  to  require  actuarial 
reporting  in  compliance  with  guidelines  set  by  the 
Pension  Commission  of  Ontario.  Such  guidelines 
should  take  precedence  over  the  standard  now  enun- 
ciated in  Section  4b(1)  of  the  regulations  which 
requires  actuarial  reports  to  use  assumptions  and 
methods  as  determined  by  the  actuarial  profession. 


Recommendation  62.  The  Pension  Benefits  Act  or 
regulations  or  guidelines  should  be  amended  to 
permit  the  use  of  capitalized  values  for  valuing 
fixed  income  securities  only  when  the  following 
conditions  apply: 

a)  the  securities  are  of  high  quality  and  low 
risk; 

b)  those  securities  held  in  the  fund  bearing  inter- 
est at  a  rate  below  the  actuarial  assumed  rate 
be  written  down  in  the  same  manner  as  those 
written  up; 

c)  liquidity  requirements  of  the  fund  permit  the 
holding  of  such  securities  to  maturity. 


Recommendation  63.  The  Canadian  Institute  of  Actu- 
aries should  be  asked  to  undertake,  in  collaboration 
with  the  Canadian  Institute  of  Chartered  Account- 
ants, the  early  development  of  a  standard  form  of 
Actuarial  Valuation  Balance  Sheet  which  will  provide 
more  meaningful  information  as  to  the  funded  status 
of  the  pension  plan  for  disclosure  to  employees. 


Recommendation  64 .  The  Pension  Benefits  Act  or  reg- 
ulations should  be  amended  to  require  the  filing  of 
the  Actuarial  Valuation  Balance  Sheet  in  compliance 
with  such  standard  form  for  disclosure  purposes,  or 
if  such  standard  form  is  not  established  by  the 
Canadian  Institute  of  Actuaries  within  a  reasonable 
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time,  in  compliance  with  such  form  or  requirements 
as  may  be  set  by  the  Pension  Commission  of  Ontario 
from  time  to  time  by  regulations. 

Recommendation  65.  The  Pension  Benefits  Act  or 
regulations  should  be  amended  to  require  that  all 
actuarial  valuations  (except  for  certain  plans  in 
the  public  sector)  be  filed  on  a  triennial  basis 
within  six  months  of  the  fiscal  year  end  of  the  plan 
rather  than  the  present  12  months,  and  that,  if 
necessary  for  enforcement,  suitable  penalties  for 
default  be  introduced. 

Recommendation  66.  The  Pension  Benefits  Act  or 
regulations  should  be  amended  to  require  that  all 
pension  plans  in  the  public  sector,  including  the 
Hospitals  of  Ontario  Pension  Plan,  having  assets  of 
$150  million  or  more,  file  an  actuarial  valuation 
annually  with  the  Pension  Commission  of  Ontario 
within  nine  months  of  the  fiscal  year  end  of  the 
plan. 

Recommendation  67.  The  Government  of  Ontario  should 
take  immediate  steps  to  place  all  pubxic  sector 
pension  plans  other  than  those  having  assets  of  $150 
million  or  more  on  the  same  fiscal  year  end,  and  to 
co-ordinate  the  filing  of  actuarial  valuations  so 
that  those  plans  reporting  triennially  will  all 
report  for  the  same  period. 


Solvency  Requirements 


Recommendation  68.  The  existing  maximum  amorti- 
zation periods  now  available  under  the  Pension 
Benefits  Act,  of  15  years  for  initial  unfunded 
liabilities  and  5  years  for  experience  deficiencies, 
should  remain  unchanged. 

Recommendation  69.  All  additional  liabilities 
created  in  any  pension  plan  by  the  legislative 
amendments  arising  out  of  the  recommendations  (e.g., 
earlier  vesting),  subject  to  the  approval  of  the 
Pension  Commission  of  Ontario  as  to  the  amount  of 
such  additional  liabilities,  should  be  amortized 
over  not  more  than  15  years  and  treated  in  the  same 
manner  as  initial  unfunded  liabilities  under  the 
act. 

Recommendation  70 .  The  "test  valuation"  permitted 
under  Regulation  4a.  of  the  Pension  Benefits  Act, 
allowing  the  treatment  of  certain  experience  defi- 
ciencies as  initial  unfunded  liabilities  for  the 
purpose  of  determining  the  amortization  period  for 
the  liability,  should  be  phased  out  by  prohibiting 
its  use  for  actuarial  valuations  for  periods  ending 
after  the  3  0th  day  of  June  1982.  Any  experience 
deficiencies  deemed  to  be  initial  unfunded  actuarial 
liabilities  under  the  test  valuation  in  the  past  or 
the  future  up  to  June  30,  1982  valuations  should  be 
liquidated  in  accordance  with  the  current  rule, 
i.e.,  by  an  immediate  lump-sum  payment  or  by  equal 
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annual  payments  over  not  more  than  15  years  from  the 
valuation  date  as  of  which  they  were  discovered,  and 
all  other  experience  deficiencies  should  be  liqui- 
dated by  an  immediate  lump-sum  payment  or  by  equal 
annual  payments  over  not  more  than  5  years  from  the 
valuation   date    as   of    which   they   were   discovered. 

Recommendation  71 «  For  plans  using  a  flat  bene- 
fit design,  and  such  other  plans  as  the  Pension 
Commission  of  Ontario  may  designate  from  time  to 
time,  there  should  be  such  conditions  for  plan 
improvements  resulting  in  initial  unfunded  lia- 
bilities, as  may  be  determined  by  regulation  made 
under  the  Pension  Benefits  Act,  in  order  to  ensure 
adequate  funding  under  the  plan  for  benefits  prom- 
ised from  time  to  time  and  with  a  view  to  equalizing 
the  rate  of  funding  for  all  types  of  defined  benefit 
plans. 

Recommendation  72.  The  provisions  of  the  Pension 
Benefits  Act  should  apply  to  all  employment  pension 
plans  in  Ontario,  whether  in  the  public  sector 
or  the  private  sector.  (For  particulars  of  the 
effect  of  this  principle  in  Ontario  public  sector 
employment  pension  plans,  see  Recommendations  108 
to    111). 

Funding  of  Post- retirement  Adjustments 

The  desire  for  post-retirement  increases  in  pension  payments  to 
counteract  the  effects  of  inflation  has  created  an  exception  to  the 
general  principle  that  the  pension  promise  should  be  funded.  Although 
sympathetic  to  the  encouragement  of  such  protection  through  collective 
bargaining  (formal  or  informal )  the  Commission  does  not  favour  any 
methods  of  adjustment   which  are  not  properly  funded. 

Recommendation  73.  The  Pension  Benefits  Act  or  its 
regulations  should  be  amended  to  require  that  all 
post-retirement  adjustments,  whether  or  not  linked 
in  some  fashion  to  changes  in  the  Consumer  Price 
Index  and  which  are  provided  for  in  the  pension  plan 
document  or  out  of  any  supplementary  or  other  fund 
created  for  that  purpose,  be  funded  on  the  same 
basis  as  provided  in  the  act  for  basic  benefits 
under  the  pension  plan.  This  requirement  should  be 
phased  in,  effective  for  existing  plans  requiring 
actuarial  evaluation  from  and  after  June  3  0,  1982, 
and  should  apply  immediately  to  new  plans.  Any 
unfunded  actuarial  liabilities  created  by  this 
change  should  be  treated  as  initial  unfunded  lia- 
bilities and  be  amortized  over  not  more  than  15 
years,  with  annual  payments  to  be  not  less  than  the 
annual   payout    in    respect   of    such   adjustments. 

The  same  principle  applies  to  inflation  adjustment  of  public  sector 
plans   (see  Recommendations  116-120) . 
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PLAN  WIND-UP 

A  basic  feature  of  existing  employment  pension  plans  is  that  they 
are  established  voluntarily  and  may  be  wound  up  voluntarily  at  any  time 
by  the  plan  sponsor.  At  wind-up  the  employer  is  responsible  for  paying 
into  the  pension  fund  only  outstanding  current  service  costs  and  special 
payments  which  may  be  due  at  the  date  of  the  wind-up  regardless  of  the 
fact  that  some  benefits  that  were  promised  may  not  then  have  been  paid 
for.  The  Pension  Benefits  Act  protects  only  accrued  benef its  to  the 
extent   they   are  funded  at    the  date  of   wind-up. 

The  Commission  found  that,  since  the  Pension  Benefits  Act  came  into 
force  in  1965,  plan  wind-ups  generally  had  been  accompl  ished  without 
loss  of  basic  benefits.  The  Pension  Commission  of  Ontario  reported 
that  among  trusteed  plans  there  had  been  only  one  plan  termination 
in  a  recent  eight-year  period  in  which  basic  accrued  benef  its  had  not 
been  fully  covered  by  the  available  assets.  (Comparable  data  for  in- 
sured plans  were  not  available) .  A  distinction  must  be  drawn,  however, 
between  "basic"  benefits  and  those  which,  while  subject  to  funding 
requirements,  may  not  be  given  the  same  degree  of  priority  if  the  assets 
are  insufficient  to  provide  all  accrued  benefits.  In  this  lower- priority 
category  are  such  features  as  bridging  supplements,  early  retirement 
privileges,   and  post- retirement   pension   increases. 

The  Commission  found  that  benefits  are  promised  by  the  employer  and 
accepted  by  employees  on  the  basis  of  the  continuation  in  business  of 
the  employer.  Funding  is  permitted  under  the  act  on  this  ongoing  basis. 
However  when  the  plan  does  not  in  fact  continue ,  either  because  the 
employer  voluntarily  winds  up  the  plan  or  becomes  insolvent,  the  funding 
in  most  cases  will  not  cover  the  cost  of  accrued  benefits  that  were 
being   amortized   over  future   years. 

In  the  Commission' s  opinion  part  of  the  problem  arises  from  a 
lack  of  understanding  of  plan  members  of  the  limitation  of  funding  for 
promised  benefits.  The  situation  is  most  commonly  found  in  flat  benefit 
plans,  especially  in  unionized  industry ,  which  are  updated  when  the 
collective  bargaining  agreement  expires,  often  at  three-year  intervals. 
It  is  iilso  found  in  career  average  plans  whose  past  service  formula  is 
updated  from  time  to  time;  or  where  any  plan  is  upgraded  in  a  signifi- 
cant way,  by  improving  the  benefit  formula,  permitting  early  retirement 
with  unreduced  pensions ,  adding  bridging  supplements ,  or  providing 
inflation  adjustments  for  pensioners.  Improved  benefits  may  be  funded 
by  special  payments  over  as  long  as  fifteen  years.  If  the  plan  is  wound 
up  before  all  special  payments  have  been  made,  benefits  may  have  to  be 
cut  back  to  those  actually  paid  for  at  the  date  of  the  wind-up.  From 
evidence  received  by  the  Commission  it  appears  that  plan  members  have 
not  been  made  aware  of  the  possibility  of  cut-backs  nor  the  distinc- 
tion between  basic  benefits  protected  under  the  act  and  other  benefits. 
(See  the  case  of  "Clifford"  in  Your  Income  in  Retirement  -  Volume  IV  of 
the   report). 
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To  alleviate  this  situation  and  to  encourage  change  by  negotiation 
between  plan  sponsors  and  members,  the  Commission  makes  the  following 
recommendations: 

Recommendation  74 .  The  Pension  Benefits  Act  should 
be  amended  to  provide  that  meaningful  disclosure  be 
made  to  all  members  of  a  pension  plan  individually, 
advising  that  in  the  event  of  a  plan  termination, 
whether  volxmtary  or  not,  those  benefits  which  have 
been  promised  but  which  are  funded  by  payments  into 
the  future  will  only  be  paid  to  the  extent  they  have 
been  paid  for  at  the  date  of  plan  termination.  Such 
disclosure  should  be  made  at  each  plan  change  which 
affects   benefits. 

Plant  closures  which  occurred  as  the  Commission  was  completing  its 
report,  have  involved  loss  of  early  retirement  privileges  and  have 
again  brought  pressure  for  some  form  of  plan  termination  insurance 
similar  to  that  under  ERISA  in  the  United  States  which  provides  for  plan 
termination  insurance  secured  by  a  compensation  fund  and  a  lien  against 
the  anployer' s  assets.  The  Commission  considered  these  possibil  ities 
but   has   rejected   them  for  a  number   of   important   reasons: 

( i)  plan   termination    insurance    in    the   ERISA    form    covers    only 

basic  benefits  within  well-defined  limits;  it  would  not 
protect  other  benefits .  The  limitation  is  a  matter  of 
cost; 

( ii)  plan  termination  insurance  financed  by  a  general  levy  per 
plan  member  penalizes  the  well-funded  plan  to  the  advantage 
of  the  poorly-funded  plan; 

(Hi)  a  guarantee  by  government  is  applicable  to  only  one  segment 
of  the  population,  those  fortunate  enough  to  have  an  employ- 
ment pension  plan.  Government  funds  should  be  used  for  the 
whole  population  seeking   security  of  retirement   income. 

The   Commission   therefore  makes   the  following   recommendation: 

Recommendation  75.  No  steps  should  be  taken  at  this 
time  to  institute  plan  termination  insurance  or 
other  third  party  guaranty  of  benefits  promised 
under   an    employment   pension  plan. 

The  Commission  does  endorse  a  new  principle  for  employment  pension 
plans  which  will  afford  some  preservation  of  early  retirement  privileges 
in  the  event  of  plan  wind-up ,  Retirees  or  those  el  ig ible  for  early 
retirement  will  have  a  fully  funded  status  for  all  basic  benefits  to 
which  the  plan  member  is  entitled  at  the  time  of  retirement  (normal  or 
early).  Thus  the  plan  member  who  has  fulfilled  all  the  conditions  for 
the  promised  basic  pension  will  be  protected  against  any  cut-back  of 
that   pension.      (See  Volume  II,    Chapter  9), 
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Where  a  pension  plan  is  wound-up,  whether  or  not  voluntaril y , 
pension  plan  assets  are  allocated  among  the  various  claims.  At  present, 
no  clear  ranking  or  priorities  for  claims  are  set  out  in  the  Pension 
Benefits  Act  or  its  regulations .  The  Commission  advocates  a  clear 
statement  of  these  priorities,  and  endorses  the  principle  that  the  basic 
benefits  promised  at  time  of  retirement  to  those  who  liave  ful  f  il  led  the 
conditions  for  retirement  under  the  plan  should  be  provided  for  without 
reduction  whether  or  not  funded  and  before  any  other  allocation  is  made. 
Beyond  the  incorporation  of  this  principle  in  the  Pension  Benefits 
Act,  priorities  may  be  determined  under  the  terms  of  the  plan;  but  the 
regulations  should  set  out  priorities  to  be  applied  where  a  plan  is 
silent   on   that   subject. 

The  Commission  therefore  makes  the  following  recommendations : 

Recommendation  76.  The  Pension  Benefits  Act  should 
be  amended  to  require  that,  upon  wind-up  of  an 
employment  pension  plan,  those  persons  v^o  have  met 
the  conditions  for  normal  retirement  or  who  have 
taken  or  are  eligible  for  early  retirement  under  the 
plan  at  least  six  months  before  the  date  of  wind-up, 
or  who  are  in  receipt  of  a  permanent  disability 
pension  under  the  plan,  shall  receive  first  priority 
for  all  basic  pension  benefits  payable  to  them  at 
the  date  of  such  retirement,  whether  or  not  these 
have  been  fully  funded,  to  the  extent  of  the  assets 
of  the  plan.  If  the  assets  of  the  plan  are  not 
sufficient,  these  persons  shall  share  rateably  in 
the  available  assets.  All  other  benefits,  including 
any  post-retirement  benefit  improvements,  shall  be 
payable  only  to  the  extent  funded  and  shall  be 
subject  to  the  terms  of  the  pension  plan  and  the 
requirements  of  the  Pension  Benefits  Act  as  they 
apply   to    all   plan   members. 

Recommendation  77.  Except  for  the  special  pro- 
tection to  be  provided  under  Recommendation  76, 
priorities  among  members  on  pension  plan  wind-up 
should  be  determined  by  the  provisions  of  the  pen- 
sion plan,  and  where  the  pension  plan  does  not  so 
provide,  then  by  the  requirements  of  the  Pension 
Benefits  Act,  which  should  be  amended  to  state 
clearly  the  following  classes  of  priority,  each 
member  of  the  class  to  receive  the  entitlements 
stipulated  before  any  allocation  to  the  next  follow- 
ing  class,    the   members    of    classes    to    share    rateably: 

a)  statutory  deferred  life  annuitants,  active  and 
terminated:  pension  benefits  to  the  extent 
funded; 

b)  members  vested  under  the  plan  provisions :  pen- 
sion benefits  to  the  extent  funded;  non-vested 
members:  benefits  to  the  extent  of  required 
contributions ; 

c)  members  to  the  extent  of  their  additional  volun- 
tary   contributions; 
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d)  members  having  other  pension  benefits,  to  the 
extent    funded. 

e)  members  having  any  other  benefits:  e.g.,  bridg- 
ing supplements  if  not  pre-funded;  escalated 
adjustments    if   not   pre-funded. 

In  the  event  of  bankruptcy  or  insolvency  of  an  employer ,  pension 
fund  assets  do  not  form  part  of  the  bankrupt  estate.  However  it  may  be 
that  at  the  time  of  bankruptcy  or  insolvency  employee  contributions  have 
been  deducted  but  not  remitted  to  the  pension  plan  trustee;  there  may 
also  be  liabil ity  for  unpaid  employer  contributions  to  the  date  of 
bankruptcy  or  insolvency.  At  the  present  time  there  is  no  mechanism  to 
protect  these  claims.  The  Commission  therefore  makes  the  following 
recommendations  for  such  a  mechanism  and  other  steps  which  will  assist 
in  minimizing   the  problem. 

Recommendation   78.      The   Pension   Benefits  Act    should 

be    amended    to    cFeate    a    statutory    lien  for    monies 

deemed  to  be  held  in  trust  by  employers  under  Sec- 
tion 23a)    of    the    Act. 

Recommendation  79.  The  Pension  Benefits  Act  should 
be  amended  to  create  a  right  in  the  Pension  Commis- 
sion of  Ontario  to  intervene  on  behalf  of  plan 
members  where  the  employer  sponsor  of  the  plan  has 
become  insolvent,  and  to  enforce  the  statutory  lien 
to  obtain  payment  into  the  plan  of  monies  deemed 
to  be  held  in  trust  for  the  benefit  of  the  plan 
members. 

Recommendation  80.  To  the  extent  that  such  steps  in 
amending  the  Pension  Benefits  Act  by  the  Government 
of  Ontario  are  determined  to  be  bankruptcy  legisla- 
tion and  therefore  beyond  the  legislative  powers  of 
the  provinces,  the  Government  of  Ontario  should  take 
steps  to  persuade  the  federal  government  to  create  a 
protected  classification  under  federal  bankruptcy 
legislation    to   protect, 

a)  employee  contributions  which  have  been  deducted 
and   not   remitted; 

b)  employer  contributions  payable  to  the  date  of 
bankruptcy   or    insolvency. 

Recommendation  81.  The  Pension  Benefits  Act  or 
regulations    should   be    amended    to    require: 

a)  in  the  case  of  money-purchase  plans,  that  em- 
ployer contributions  be  due  and  payable  at 
the  same  time  now  provided  for  employee 
contributions ; 

b)  in  the  case  of  defined  benefit  plans,  that  em- 
ployer contributions  be  due  and  payable  in  four 
equal  instalments  to  be  made  within  3  0  days  of 
the    end    of    each   quarter    of   the    plan    year. 
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INVESTMENT 

The  Commission  examined  the  existing  regulation  of  investment 
of  pension  plan  assets  under  the  Pension  Benefits  Act  and  found  it 
broad  enough  to  allow  a  range  of  investment  choices  and  restrictive 
enough  to  protect  against  large  losses.  It  does  not  therefore  make  any 
recommendation  for  change  in  the  regulation.  It  is  concerned ,  however, 
that  there  nay  be  no  effective  means  of  enforcing  the  rights  of  members 
where  the  assets  of  a  plan  are  not  held  in  Canada.  It  therefore  makes 
the  following   recommendation: 

Recommendation  82.  The  Pension  Commission  of  On- 
tario should  assess  the  extent  of  the  potential 
problems  arising  from  the  absence  of  regulation  of 
the  situs  of  pension  plan  assets,  and,  if  found 
necessary,  make  recommendations  for  amendment  to  the 
act   or   regulation. 


DISCLOSURE 

Disclosure,  in  the  Commission' s  opinion,  is  one  of  the  keys  to  im- 
proved pension  planning  and  operation.  Employees  as  beneficiaries  of  a 
pension  plan  are  entitled  to  have  access  to  information  which  touches  on 
the  financial  viability  and  security  of  the  plan.  The  Commission  makes 
the  following  recommendations  relating  to  information  to  plan  members, 
and  audit  requirements  for  the  verification  of  financial  information  and 
security. 

Recommendation  83.  The  Pension  Benefits  Act  and  its 
regulations  should  be  amended  to  provide  disclosure 
of  information,  based  on  the  principle  that  no 
information  about  an  employment  pension  plan  or 
its  operation  which  is  necessary  for  individual 
assessment  is  to  be  unreasonably  withheld  from  any 
member  of  the  plan,  active,  retired  or  terminated, 
or  his  or  her  beneficiary,  or  from  any  employee  who 
is    eligible   to    join    the   plan. 

1.      The    following    information    should    be    routinely 
disclosed: 

a)  Annually  to  each  member  of  the  plan:  indi- 
vidual member  contribution  (if  any)  and 
benefit  data;  copy  of  the  employer's  pension 
fund  statements  for  the  current  year;  name 
and  address  of  the  plan  administrator  and 
each  financial  carrier;  and  specific  direc- 
tions   for   obtaining   additional    information. 

b)  To  each  member  on  termination  of  employment 
or  membership:  a  detailed  statement  of  his 
or  her  benefit  entitlement,  including  the 
method  of  calculation;  in  the  case  of  a 
defined  benefit  plan  (if  the  Commission's 
recommendations  concerning  rights  on  termi- 
nation are  adopted),  a  statement  of  employee 
and    employer    cost    and    excess    contributions 
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(if  any);  a  concise  explanation  of  all 
benefit  options  available  to  the  individual 
and/or  any  surviving  beneficiary;  a  summary 
of  fund  investments  and  current  rates  of 
return;  specific  directions  for  applying 
for  benefits  and  options;  and  the  name 
and  address  of  each  payor  of  the  person's 
benefits. 

c)  In  defined  benefit  plans,  a  statement  warn- 
ing that,  in  the  event  of  a  wind-up  of  the 
plan,  specific  plan  improvements  which  have 
not  yet  been  paid  for  may  be  cut  back  to  the 
extent   they   have   not   been    funded. 

d)  In  multi-employer  plans,  a  statement  that 
promised  benefits  can  only  be  paid  to  the 
extent    the    contributions    fund    the    benefits. 

2.  The  following  information  should  be  available  on 
wr  itten    reque  st : 

a)  To  any  plan  member  or  authorized  repre- 
sentative: a  copy  of  the  most  recent  plan 
information  return  (Form  2  )  filed  with  the 
Pension  Commission  of  Ontario;  a  list  of  all 
fund  investments  showing  both  book  value 
and  market  value  at  the  end  of  the  last  plan 
year,  together  with  a  statement  of  the 
time-weighted  rate  of  return  on  the  fund;  a 
copy  of  the  most  recent  actuarial  valuation 
report  and  cost  certificate  filed  with 
the  commission;  and  a  copy  of  the  latest 
available   audit   report. 

b)  To  any  plan  member  or  authorized  representa- 
tive: copies  of,  or  a  reasonable  opportunity 
to  inspect  and  make  extracts  from,  documents 
not  otherwise  provided  to  members,  such  as  a 
trust  agreement,  a  contract  of  insurance  or 
investment  management,  by-law,  collective 
agreement  or  other  documents  under  which  a 
plan    is    constituted. 

3.  The  following  right  of  inspection  should  be 
available:  to  any  plan  member,  or  his  or  her 
agent  authorized  in  writing,  the  right  to  in- 
spect at  the  offices  of  the  Pension  Commission 
of  Ontario  the  plan  document  or  documents  and 
any  other  document  or  report  concerning  the 
operation  of  the  pension  plan  filed  with  the 
pension  commission  and  to  which  the  disclosure 
requirements   apply. 


AUDIT 

The   Commission   makes    the   following    recommendations i 


Recommendation  84.  The  Pension  Benefits  Act  and  its 
regulations  should  be  amended  to  require  audit  of 
both  the  pension  plan  and  the  pension  fund  with  an 
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audit  report  certified  by  a  chartered  accountant,  to 
be  filed  with  the  Pension  Commission  of  Ontario  as 
follows : 

for  multi-employer  plans,  an  audit  report  on 
the   pension  plan    shall    be    filed   annually; 

for  all  other  employment  pension  plans,  an 
audit  report  on  the  pension  plan  shall  be 
filed  at  least  every  three  years  and  coincide 
with  the  period  of  the  triennial  actuarial 
evaluation; 

for  all  employment  pension  plans,  except  where 
assets  are  held  by  an  insurance  company  or 
trust  company  and  a  certificate  as  to  the 
existence  of  assets  is  given  by  the  auditors  of 
such  company,  an  audit  report  on  the  pension 
fund    shall    be    filed    annually. 

Recommendation  85.  The  Pension  Benefits  Act  and  its 
regulations  should  be  amended  to  give  the  Pension 
Commission  of  Ontario  specific  authority  to  require 
audits  of  both  plan  and  fund  more  frequently  and  to 
order  an  independent  audit  of  the  plan  and  the  fund 
if  in  the  opinion  of  the  Commission  such  audit  is 
warranted    for    the   protection   of   plan   members. 


THE    PENSION   COMMISSION   OF   ONTARIO 

The  Commission  found  that  the  Pension  Commission  of  Ontario  has 
performed  effectively  in  administering  the  Pension  Benefits  Act  since 
its  inception  in  1965.  The  emphasis  has  been  on  the  protection  of 
statutory  vested  rights  of  plan  members  and  the  regulation  of  solvency 
and  investment  of  pension  plans.  Developments  in  the  pension  field 
since  1965  have  made  it  necessary,  in  the  opinion  of  this  Commission,  to 
recommend  an  expanded  role  for  the  pension  commission,  with  more  stress 
on  information  to  employees  and  the  protection  of  individual  rights. 
Coupled  with  this  are  the  new  duties  for  the  pension  commission  flow- 
ing from  the  Commission' s  other  recommendations  for  improved  transfer 
rights,  stronger  regulation  of  funding ,  and  adoption  of  a  mandatory 
plan.  We  also  see  the  need  to  assign  to  the  Pension  Commission  of 
Ontario  the  explicit  task  of  proposing  legislative  amendments  to  imple- 
ment the  recommendations  of  this  Commission;  and  the  related  need  for 
periodic  reviews  of  the  act  and  regulations,  with  appropriate  reports  to 
the  Minister  and  the  Legislature.  The  Commission  therefore  makes  the 
following    recommendations: 

Recommendation  86.  The  Pension  Benefits  Act  should 
be  amended  to  expand  the  role  of  the  Pension  Com- 
mission of  Ontario  from  a  regulatory  body  alone 
to  a  body  designed  to  inform  and  assist  individuals 
in  enforcing  their  rights  to  pension  benefits  in 
employment  pension  plans,  and  for  that  purpose  the 
commission    should   be   given   power: 
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a)  to  intervene  with  the  employer  on  behalf  of  a 
plan  member  or  class  of  plan  members,  including 
active,  retired,  or  terminated  members  and  their 
beneficiaries,  and  to  take  legal  proceedings  on 
behalf  of  such  individual  or  class  in  the  event 
of  the  bankruptcy  or  insolvency  of  the  plan 
sponsor  which  adversely  affects  the  pension  plan 
for  events  prior  to  the  date  of  such  bankruptcy 
or  insolvency; 

b)  to  arbitrate  disputes  between  an  employer  and  an 
individual  employee  or  class  of  employees  as  to 
entitlements  under  a  pension  plan. 

Review  of  Legislation 

Recommendation  87.  The  Pension  Commission  of  On- 
tario should  be  requested  to  undertake  a  review  of 
the  Pension  Benefits  Act  and  report  to  the  Minister 
with  proposals  for  amendment  of  both  the  Act  and  the 
regulations,  including  those  changes  recommended  by 
this  Commission. 

Recommendation  88.  The  Pension  Benefits  Act  should 
be  amended  to  require  the  Pension  Commission  of 
Ontario  to  make  a  periodic  review  of  the  act  and 
regulations  and  submit  its  report  on  recommended 
amendments  to  the  Minister  at  least  every  five 
years,  with  the  further  requirement  that  its  report 
be  tabled  in  the  Legislature. 

Administration:      Financing   and  Staffing 

Recommendation  89.  The  necessary  monies  should 
be  allocated  to  permit  the  Pension  Commission  of 
Ontario  to  carry  out  effectively  its  additional 
obligations  contemplated  by  the  recommendations  for 
an  expanded  role  for  the  commission. 

See  also  Recommendations  44,  49,  57,  59,  60,  61,  64,  69,  71,  79, 
82,  85,  92,  93,  95,  96,  103,  107,  115,  139  and  146  which  affect  the  role 
of   the  Pension  Commission  of  Ontario. 


FURTHER   PENSION   BENEFITS   ACT   AMENDMENTS 

Multi-Employer  Plans 

Recommendation  90 .  The  Pension  Benefits  Act  should 
be  amended  to  bring  within  the  ambit  of  the  act  by 
separate  definition:  multi-employer  plans,  union- 
sponsored  pension  plans  and  any  type  of  employee- 
pay-all  plan  which  provides  a  pension  benefit. 

Recommendation  91.  The  Pension  Benefits  Act  should 
be  amended  to  place  upon  the  board  of  trustees  of  a 
multi- employer  plan  the  responsibilities  normally 
placed  on  the  employer  in  a  single  employer  plan, 
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where  these  responsibilities  are  not  properly  at- 
tributable   to   participating    employers. 

Recommendation  92.  The  Pension  Commission  of  On- 
tario should  take  steps  to  ensure  that  service 
requirements  for  entitlements  under  multi-employer 
plans  are  not  linked  to  plan  membership  in  such  a 
way  as  to  deprive  an  individual  of  service-based 
benefits. 

Representation  of  Plan  Members 

Recommendation  93.  The  Pension  Benefits  Act  should 
be  amended  to  require,  for  contributory  pension 
plans,  representation  of  the  active  members  of 
the  plan  on  the  body  directing  the  affairs  of  the 
pension  plan,  by  the  election  of  not  less  than  one 
plan  member  to  such  body  with  full  rights  as  a 
member  of  the  board  or  committee.  Election  of 
such  member  shall  be  required  under  a  provision  of 
the  plan  in  a  manner  acceptable  to  the  Pension 
Commission   of    Ontario. 

Obligations  of   Trustees 

Recommendation  94.  The  Pension  Benefits  Act  should 
be  amended  to  state  clearly  the  distinction  between 
the  person  responsible  for  the  operation  of  the  plan 
and  the  person  responsible  for  the  operation  of  the 
fund,  and  in  the  latter  case,  the  extent  of  the 
obligation  of  that  person  for  investment  management 
of   the    fund. 

Garnishment   of  Pension   Benefits 

Recommendation  95.  The  principle  that  pension  bene- 
fits are  not  assignable  or  subject  to  seizure  should 
continue    without    further    exceptions. 

Effective  Date   of  Proposed  Legislation 

Recommendation  96.  Legislation  implementing  recom- 
mended changes  should  be  effective  at  a  time  not 
later  than  three  years  after  the  legislation  has 
received   Royal    assent. 

All  additional  liabilities  created  by  the  recommended  legislative 
amendments  should  be  treated  as  initial  unfunded  liabil  ities  (as  noted 
in  Recommendation  69)  and  therefore  subject  to  amortization  over  a 
period   of   up   to   15  years. 


RELATIONSHIP   WITH    MANDATORY    PLAN 

If   the  Government   of  Ontario   legislates  a  mandatory  money-purchase 
plan   (PURS)   for  all    workers    in    Ontario,    existing    employment    pension 
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plans  will  assume  a  different  role  in  the  prov ision  of  retirement  in- 
come. It  is  expected  that  they  would  be  continued ,  perhaps  with  changes 
in  their  benefit  design,  with  the  emphasis  on  providing  benefits  above 
50-60  per  cent  of  the  Average  Industrial  Wage,  and  supplementary  bene- 
fits (where  cost  considerations  permit)  such  as  early  retirement  and 
cost-of-living  adjustments.  If  employment  pensions  thereby  assume  a 
supplementary  role,  the  Commission  is  of  the  opinion  that  less  stringent 
minimums  should  be  required  for  these  plans  than  if  PURS  is  not  adopted. 
For  this  reason  the  Commission  has  made  the  following  alternate  recom- 
mendations in  four  specific  areas  depending  on  whether  or  not  PURS  is 
adopted.  All  other  recommendations  for  employment  pension  plans  are  to 
apply  in  either  event.  Recommendation  97  concerning  part-time  employees 
is  affected  by  the  adoption  of  a  mandatory  plan  only  with  regard  to 
compulsion   in  joining   an   employment   pension  plan. 

Eligibility 

Recommendation  97.  The  Pension  Benefits  Act  should 
be  amended  to  require  the  extension  of  eligibility 
for  an  employment  pension  plan  registered  under  the 
act  to  all  part-time  employees  where  there  is  a 
durable  employment  relationship  between  employer  and 
employee,  on  the  same  terms  and  conditions,  pro 
tanto,  as  are  applicable  to  full-time  employees.  If 
PURS  is  adopted,  joining  the  employer's  plan  should 
be   made   voluntary    for  part-time    employees. 

Recommendation  98.  If  PURS  is  adopted,  no  employee 
should  be  compelled  to  join  a  contributory  plan  as  a 
term    or    condition   of    employment. 

Recommendation  99 .  If  PURS  is  adopted,  the  employer 
sponsoring  an  employment  pension  plan  should  be 
permitted  to  adopt  reasonable  eligibility  rules 
suitable  to  the  particular  requirements  of  the 
employer's   work-force. 

Recommendation  100.  If  PURS  is  not  adopted,  the 
Pension  Benefits  Act  should  be  amended  to  provide 
for  a  maximum  service  requirement  of  two  years  for 
those  aged  35  and  under,  and  of  one  year  for  those 
over   3  5. 

Vesting 

If  PURS  is  adopted,  the  minimum  vesting  rule  for  employment  pension 
plans  should  be  10  years'  continuous  service  or  membership.  If  PURS  is 
not  adopted ,  the  minimum  vesting  rule  for  employment  pension  plans 
should  be  5  years'  continuous  service  or  membership  (see  Recommendations 
41   and  42). 

Locking- in 

Recommendation  10  1.  If  PURS  is  adopted  and  has 
matured,    there    should   be   no    locking-in    of    any    part 

50 


of    an    employee's    contributions    to    employment   pension 
plans. 


Form  of  Retirement   Benefit 


Recommendation  102.  If  PURS  is  adopted,  steps 
should  be  taken  by  the  Government  of  Ontario  (in 
conjunction  with  federal  taxation  authorities  as 
required)  to  provide  greater  flexibility  in  the  form 
of  benefit  available  under  registered  pension  plans 
beyond    the    present    life    annuity. 

Recommendation  103.  If  PURS  is  not  adopted,  the 
pension  benefit  available  under  a  registered  pension 
plan  should  continue  to  be  in  the  form  of  a  life 
annuity,  such  annuity  to  be  non-commutable  except 
for  minimum  amounts  as  determined  by  the  Pension 
Commission   of   Ontario    from    time    to    time. 

Calculation  of  Annuities 

Life  Annuities 

Recommendation  104.  Because  the  life  annuity  in 
its  basic  form  is  not  adaptable  to  the  effects 
of  inflation,  the  Pension  Benefits  Act  should  be 
amended  to  make  available  to  every  plan  member  on 
retirement  the  option  of  a  participating  annuity; 
and  in  addition,  where  the  annuity  is  to  be  obtained 
from  an  insurance  company,  the  option  of  an  esca- 
lating   annuity. 

For  PURS  the   same  options  are   recommended;   see  Recommendation  40(f), 

Unisex  Tables 

Recommendation  105.  The  proposed  mandatory  plan 
should  incorporate  such  provisions  as  will  ensure 
that  annuities  under  the  plan  are  calculated  without 
regard  to  the  sex  of  the  annuitant  on  the  basis  of 
unisex   mortality   tables    (Unanimous    recommendation) . 

Recommendation  106.  The  Government  of  Ontario 
should  take  steps  to  ensure  that  all  annuities 
purchased  for  money-purchase  pension  plans  and  RRSPs 
as  well  as  for  PURS,  if  adopted,  are  calculated 
without  regard  to  the  sex  of  the  annuitant  on  the 
basis  of  unisex  mortality  tables.  (Two  Commis- 
sioners dissented  from  this  recommendation  -  see 
Anti-Discrimination  Legislation,  in  Volume  III, 
Chapter    16). 

Opting-out  of  PURS 

Recommendation  107.  Opting-out  of  PURS  by  employers 
should  be  permitted  if  money-purchase  benefits  equal 
to  those  provided  under  PURS  are  included  in  an 
employment   pension   plan,    subject    to    conditions    de- 
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termined   from   time   to    time   by   the   Pension   Commission 
of    Ontario. 


THE   DEFINED   BENEFIT   PLAN 

The  defined  benefit  plan  is  the  most  common  form  of  employment 
pension  plan;  it  covers  92.3  per  cent  of  all  plan  members  in  Ontario . 
Criticism  of  pension  arrangements  has  focused  on  problems  inherent  in 
the  defined   benefit  design.      These  problems   include: 

a)  I nappropr lateness  for  today's  mobile  workers ,  since  defined 
benefit  plans  are  designed  primarily  to  benefit  the  long- 
service  employee. 

b)  Defined  benefits  on  a  career  average  formula  are  visibly  out- 
dated  by    inflation. 

c)  Younger  and  short-service  employees  subsid ize  the  cost  of  the 
plan  to  the  benefit  of  older  and  longer-service  employees 
through  reduction  in  employer  costs. 

d)  Group  funding  of  defined  benefit  plans  makes  it  impossible  for 
the  individual  to  know  what  part  of  the  cost  is  being  paid  for 
by   employee   contributions. 

e)  Individual  equity  is  incompatible  with  the  allocation  of  funds 
in  a  defined  benefit  plan.  The  insurance  features  of  defined 
benefit  plans  do  not  meet  the  evident  public  desire  for  a 
program  based  on   the   individual    account. 

f)  Funding  techniques  are  difficult  for  the  plan  members  to 
understand. 

g)  On  wind-up,  all  expected  benefits  may  not  have  been  paid  for 
and  as  a   result   may   be  reduced  or  eliminated. 

h)  Government  income  tax  incentives  should  be  directed  to  sup- 
porting designs  which  suit  the  circumstances  or  needs  of  most 
of  the  working  population. 

The  Commission  does  not  recommend  the  outright  abol  ition  of  the 
defined  benefit  plan,  but  it  finds  good  reason  to  encourage  a  move  to 
the  defined  contribution  design.  With  enactment  of  a  mandatory  savings 
plan,  the  defined  benefit  plan  may  be  used  to  accommodate  the  special 
needs  of  particular  groups  of  workers,    e.g.,    early  retirement. 

Whether  or  not  the  mandatory  savings  plan  is  enacted,  some  of  the 
existing  inequities  of  the  defined  benefit  design  should  be  eliminated 
or  reduced.      These  are  dealt   with   in   the  following: 
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( i)  individual    rights   on   termination  of   employment    (Recommend- 

ations  43   to  51  J; 

( ii)  earlier  vesting   (Recomnendations  41  and  42); 

(Hi)  improved  funding    (Recommendations  58  to  73); 

(iv)  greater  disclosure   (Recommendations  83   to  85); 

(v)  greater  protection  on  wind-up   (Recommendations  74   to  81), 
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Part  IV 

Ontario  Public  Sector 
Employment  Pension  Plans 

(Volumes  VI  and  VII) 


The  Commission' s  study   of  Ontario  public   sector  employment    pension 
plans  showed: 

( i)  There  are   127  pension   plans   covering   455,000   public    em- 

ployees in  which  the  Government  of  Ontario  is  concerned , 
either  directly  as  employer ,  or  indirectly  through  its 
Crown  corporations ,  boards,  commissions  or  agents,  or 
through  government  guarantee.  Five  of  these  plans  covered 
84  per  cent  of  the  membership:  Public  Service  Super- 
annuation Fund  (PSSF),  Teachers'  Superannuation  Fund  (TSF), 
Ontario  Municipal  Employees  Retirement  System  (OMERS ) , 
Hospitals  of  Ontario  Pension  Plan  (HOOPP ) ,  and  the  Ontario 
Hydro  plan.  Total  assets  of  the  five  major  plans  are 
estimated    to   be  at    this   time   in   the   order  of  $9   billion. 

( ii)  The  plans  are  diverse    in   detailed   features,    but    in    general 

are  contributory  and  defined  benefit  in  design,  based  on  a 
final    average  earnings  formula. 

(Hi)  Most  plans  have  some  history  of  adjustment  to  inflation, 
either  on  a  regular  basis,  through  a  separate  adjustment 
fund   or  by   ad   hoc  adjustment. 

( iv )  Overall ,    public   sector  employees  enjoy  better  pension  bene- 

fits  than   employees   in   the  private   sector. 

(v)  Among   the   important    differences    in    operation   of   pension 

funds   between   the  public   and  private   sectors  are: 
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-  in  some  public  sector  plans,  no  separate  fund  exists 
and  monies  are  credited  to  separate  accounts  within  the 
province's  Consolidated  Revenue  Fund; 

-  for  many  plans  investment  of  the  fund  assets  is  carried 
out  in  the  same  way  as  for  private  sector  plans;  nota- 
ble exceptions  are  the  Public  Service  Superannuation 
Fund  (PSSF),  the  Teachers'  Superannuation  Fund  (TSF), 
the  Legislative  Assembly  Retirement  Allowances  plan 
(LARA)   and   the  superannuation  adjustment   funds. 

(vi)  There   is   no  one  central    agency,   board    or   ministry    of   gov- 

ernment with  the  power  to  control  or  co-ordinate  pension 
benefits  for  public  employees,  and  therefore  no  effective 
method  of  exercising   cost   control. 

(vii)  The  number  of  public  sector  employees  and  pension  costs 
will  increase  in  the  future  with  the  extent  of  the  growth 
determined  by  natural  population  growth  and  expansion  of 
government  services  in  response   to  public  demand. 


GENERAL   PRINCIPLES 

The  Commission' s  assessment  of  public  sector  plans  and  its  recom- 
mendations  were  made  on   the  basis  of   the  following   principles: 

( i)  The  public    sector   plans   should    be    regulated    on    the    same 

basis  as   the  private   sector  plans. 

( ii)  Public  sector  plans  should  not  lead  the  private  sector  plans 
in  benefit  provision  but  should  be  designed  to  achieve  an 
overall   parity   with  private  sector  plans. 

( iii)  Effective  cost  control  of  public  sector  pensions  must  be 
implemented  and  maintained .  The  public  as  taxpayer  must 
be  assured  that  the  cost  of  pensions  for  public  sector 
employees  is  fair  and  does  not  place  an  undue  burden  on  the 
resources  of   the  province. 

The  Commission' s  recommendations  for  employment  pension  plans  apply 
equally  to  public  and  private  sector  pension  plans  (see  Volumes  II  and 
III  and  Recommendations  40  to  107  for  employment  pension  plans  in  Part 
III  of    this   summary) . 

The  Commission,  therefore,  has  made  the  following  recommendations 
in  applying    these  principles   to  Ontario  public  sector  pension  plans: 

Recommendation  108.  The  Government  of  Ontario 
should  continue  to  support  the  principle  that  all 
public  sector  employment  pension  plans,  being  those 
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directly  or  indirectly  funded  by  government  obliga- 
tions or  guarantees,  come  within  the  provisions  of 
the  Pension  Benefits  Act.   Except  as  recommended  for 


unfunded  -^ ^  ^ — .- 

payments  to  reduce  such  liability. 

Recommendation  109.  The  Pension  Benefits  Act  should 
be  amended  to  specifically  bind  the  Crown  in  the 
right  of  Ontario,  its  Crown  agencies,  its  agents, 
its  boards  and  commissions,  and  its  municipalities 
to  comply  with  the  provisions  of  the  Pension  Bene- 
fits Act. 

Recommendation  110.  Any  act  or  regulation  governing 
a  public  sector  pension  plan  whose  provisions  are 
not  in  accordance  with  the  Pension  Benefits  Act 
should  be  amended  immediately  to  comply  with  all 
requirements  of  the  Pension  Benefits  Act  and  to  be 
subject  to  the  requirements  of  the  Pension  Benefits 
Act. 

Recommendation  111.  The  Pension  Benefits  Act  should 
be  amended  to  apply  immediately  to  the  Legislative 
Assembly  Retirement  Allowances  Account  in  the  same 
fashion  as  it  now  applies  to  public  sector  em- 
ployees' plans.  Any  unfunded  actuarial  liability  in 
the  account  at  the  effective  date  of  such  amendment 
should  be  treated  as  an  initial  unfunded  liability 
on  which  interest  only  is  payable  under  Section 
1(13)  of  the  regulations  under  the  Pension  Benefits 
Act,  subject  to  the  making  of  payments  which  may  be 
necessary  from  year  to  year  to  fulfil  cash  flow 
requirements. 

Recommendation  112.  The  Government  of  Ontario 
should  immediately  adopt  a  policy  of  determining  the 
full  and  true  cost  of  all  pension  benefits  provided 
to  employees  in  the  Ontario  public  sector  and  to 
utilize  such  information  for  the  following  purposes: 

a)  to  recognize  and  control  the  cost  of  all  such 
benefits  for  the  full  term  of  their  accrual; 

b)  to  allocate  cost  fairly  between  employer  and 
empl oye  e  s ; 

c)  to  provide  information  on  such  costs  to  both 
employers  and  employees,  whether  or  not  such 
pensions  are  subject  to  collective  bargaining; 

d)  to  provide  information  on  such  costs  to 
taxpayers. 
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FUNDING   (See  also  Recommendations  58   to  73) 

The  Commission  examined  the  funding  status  and  the  cost  of  ful- 
filling the  funding  requirements  of  public  sector  pension  plans.  Its 
studies  showed: 

( i)  six   of   the  plans  control    assets   in   the   order    of   $9    billion 

which  is  the  major  portion  of  assets  of  all  public  sector 
plans.  Funding  of  public  sector  plans  is  requi  red  not 
so  much  for  security  for  employees  as  for  cost  control . 
Overall,    the  plans  are  reasonably  well-funded . 

(ii)  The  funded  status  of  the  six  plans  at  the  time  of  their  most 
recent   respective   valuations   was: 

PSSF  (31  Dec.  1976)  67.9  per  cent 

TSF  (31  Dec.  1978)  80.6  per  cent 

OMERS  (1  Jan.  1978)  91.3  per  cent 

HOOPP  (31  Dec.  1978)  91.1  per  cent 

Hydro  (31  Dec.  1979)  106.7  per  cent 

WCB  (31  Dec.  1977)  121.5  per  cent 

(For  basis  of  determination,  see  Volume  VI,  Chapter  5, 
Table  5). 

( iii)  Public  sector  employees  contribute  to  pensions  6  per  cent  of 
earnings  (less  CPP  contributions) ;  and  in  most  plans  the 
employer  contributes  the  balance  of  the  cost.  In  some  plans 
(e.g.,  PSSF,  TSF)  the  legislation  requires  the  province  to 
"match"  the  contribution  of  the  employees;  but  the  matching 
contributions  do  not  produce  sufficient  monies  to  fund  the 
promised  pension  benefits  in  accordance  with  the  Pension 
Benefits  Act. 

(iv)  In  plans  governed  by  the  Superannuation  Adjustment  Benefits 
Act  (PSSF,  TSF,  Ryerson  Pension  Fund,  Caucus  Employees 
Retirement  Fund),  employees  and  employers  now  contribute  a 
matching  1  per  cent  of  salary  to  pay  for  the  indexing  of 
pensions .  This  matching  contribution  may  not  produce 
sufficient  monies  to  ensure  payment  of  the  promised  indexing 
in   the  future. 

(v)  Segregation  of  monies  from   those   of   the  employer    to   pay   for 

pensions  is  a  cardinal  principle  of  the  Pension  Benefits  Act 
to  protect  employees  and  to  identify  investment  proceeds. 
Public  sector  funds  which  do  not  utilize  a  separate  fund  are 
PSSF,    lARA   and   the   superannuation  adjustment   funds. 
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(vi)  The  estimates  of  liabil ities  of  the  plans  are  affected 
by  the  actuarial  methods  and  ass umpt ions  used  in  the 
valuations. 

The  Commission   therefore  makes   the  following   recommendations: 

Recommendation  113.  The  principle  of  "matching 
contributions"  in  all  public  sector  plans  providing 
defined  benefits  should  be  abandoned,  and  both 
legislation  and  established  policies  setting  contri- 
butions on  a  matching  basis  in  such  plans  should  be 
amended  so  that  contribution  rates  reflect  the  true 
cost   responsibilities   under    the   plan. 

Recommendation  114.  The  Public  Service  Superan- 
nuation  Fund  (PSSF )  should  be  established  as  a 
separate  fund  apart  from  the  Consolidated  Revenue 
Fund  and  the  Treasurer's  Account,  with  an  initial 
unfunded  liability  as  of  January  1,  1965  on  which 
only  interest  is  payable  pursuant  to  Section  1(13) 
of  the  Pension  Benefits  Act  regulations,  with  all 
other  initial  unfunded  liabilities  or  experience 
deficiencies  to  be  amortized  by  special  payments  in 
the  usual  way  under  the  Pension  Benefits  Act.  A 
similar  fxind  should  be  established  for  the  Legis- 
lative Assembly  plan  when  it  is  brought  under  the 
Pension   Benefits   Act   as    recommended. 

Actuarial    Valuations 

As  required  by  Recommendation  66,  all  pension  plans  in  the  public 
sector  having  assets  of  $150  million  or  more  should  file  an  annual 
actuarial  valuation  with  the  Pension  Commission  of  Ontario  within  nine 
months  of  the  fiscal  year  end  of  the  plan.  Those  plans  not  required  to 
file  annually  under  Recommendation  66  should  be  placed  on  the  same 
fiscal  year  end  and  the  filing  of  actuarial  valuations  co-ordinated  so 
that  these  plans  will  all  report  for  the  same  period.  (See  Recommen- 
dation 67). 

Recommendation  115.  For  actuarial  valuations  of  all 
public  sector  plans,  a  basis  for  actuarial  assump- 
tions should  be  prescribed  as  follows,  with  the 
assumptions  derived  from  such  basis  to  be  subject  to 
the    approval    of    the    Pension   Commission   of    Ontario: 

a)       the    investment    rate    of    return,     setting    out 
separately: 

(i)  the    inflation    rate    forecast    for    pension 

purposes   by   the   Treasurer   of   Ontario; 

(ii)         the    real    rate   of    return; 

(iii)  the  risk  factor,  provided  that  where  the 
fund  is  invested  in  Canada  or  Ontario 
debt  instruments  no  risk  factor  be  taken 
into  account;  where  the  fund  is  invested 
in  other  market  securities,  all  factors 
to   apply;    where    the    fund    is    invested    in 
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both  categories  of  investment,  the  appli- 
cable rate  be  applied  to  the  appropriate 
portion   of    the    fund; 

b)  the    salary    scale,    setting   out    separately: 

(i)  the    inflation    rate,    being    the    same    as 

that  used  for  the  investment  rate  of 
return; 

(ii)         merit    increases; 

(iii)      productivity; 

c)  the   YMPE    set   for   the   year   by   Canada  Pension  Plan 
legislation; 

and  decremental  assumptions  for  mortality,  disa- 
bility, and  terminations  should  be  assessed  against 
actual  experience  every  three  years  for  each  of  the 
PSSF,  TSF,  HOOPP,  Hydro,  and  such  others  which 
become  large  enough  to  produce  significant  results. 
Such  assumptions  should  be  set  by  the  plan  actuary 
taking  into  account  such  actual  experience,  and  for 
this  purpose  a  regular  demographic  forecast  should 
be  undertaken  by  the  Government  of  Ontario  for 
each  plan,  and  data  maintained  for  assessing  the 
experience  of   the   plan   against   the    forecast. 

Funding  of  Indexing 

The  Commission  does  not  object  to  the  post-retirement  indexing  of 
pension  benefits  subject  to  an  assessment  of  the  degree  of  indexing 
which  should  be  provided .  Whether  or  not  indexing  is  desirable  and 
affordable  is  a  matter  of  negotiation  between  employer  and  employee . 
As  with  private  sector  plans,  however ,  the  Commission  is  concerned 
that,  once  made,  the  indexing  promise  is  secure.  The  Superannuation 
Adjustment  Benefits  Act  (SABA),  which  covers  plans  designated  under  it 
(PSSF,  TSF,  Ryerson  Pension  Fund  and  the  Caucus  Employees'  Retirement 
Fund)  does  not  provide  a  mechanism  which  in  the  Commission' s  opinion  is 
satisfactory.  The  act  provides  for  indexing  to  the  Consumer  Price  Index 
for  the  year  ending  September  30  to  a  maximum  of  8  per  cent.  Where  the 
CPI  increase  in  the  year  is  greater  than  8  per  cent,  the  difference  is 
carried  over  to  a  later  year  in  which  the  increase  is  less  than  8  per 
cent.  Employers  and  employees  each  pay  1  per  cent  of  salary.  Interest 
is  credited  annually  at  a  rate  determined  by  the  Lieutenant-Governor  in 
Council .  The  2  per  cent  total  contribution  rate  would  have  to  increase 
eventually  to  about  7  per  cent  of  earnings  to  pay  for  the  promised 
indexing   for   the  PSSF  and   the   TSF, 

The  Commission  therefore  makes  the  following  recommendations  for 
discontinuance  of  the  SABA  approach,  with  alternate  recommendations 
for  its  operation  if  the  government  does  not  see  fit  to  repeal  the 
legislation: 

Recommendation  116.  The  Government  of  Ontario 
should    take    immediate    steps    to   phase    out    the    Public 
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Service  Superannuation  Adjustment  Fund  (PSSAF), 
the  Ryerson  Adjustment  Fund,  the  Caucus  Employees 
Adjustment  Fund,  and  the  Teachers'  Superannuation 
Adjustment  Fund  (TSAF)  and  in  due  course  repeal  the 
Superannuation  Adjustment  Benefits  Act.  In  the 
interim,  payments  for  adjustment  should  continue  out 
of  the  four  adjustment  funds  with  all  payments  out 
of  these  funds  to  cease  at  December  31,  1981,  and  in 
the  future  to  be  made  from  the  principal  funds.  All 
funds  from  the  contributions  by  employees  and  the 
government  as  employer  should  be  transferred  to  the 
Public  Service  Superannuation  Fund,  the  Ryerson 
Pension  Fund,  the  Caucus  Employees  Retirement  Fund, 
and  the  Teachers'  Superannuation  Fund  respectively 
as  of  that  date.  Any  unfunded  liabilities  created 
by  this  change  should  be  treated  as  initial  unfunded 
liabilities  and  be  amortized  over  1  5  years  in  the 
respective  funds. 

Recommendation  1 17 .  Post- retirement  adjustments  for 
persons  who  retired  before  January  1,  1976  and 
are  receiving  post-retirement  adjustments  out  of 
the  Consolidated  Revenue  Fund  of  Ontario,  should 
continue  on  the  present  basis. 

Recommendation  118.  In  the  case  of  ad  hoc  adjust- 
ments made  in  public  sector  plans  on  a  regular  basis 
but  outside  the  pension  plan  itself,  the  Government 
of  Ontario  should  take  steps  to  bring  such  payments 
within  the  framework  of  the  pension  plan  for  cost 
identification  purposes. 

Recommendation  119.  The  Government  of  Ontario 
should  take  no  steps  to  adopt  terminal  funding  for 
post-retirement  adjustments  or  to  extend  the  use  of 
supplementary  adjustment  funds  for  the  purpose  of 
providing  post- retirement  adjustments  outside  the 
funding  provisions  of  the  Pension  Benefits  Act. 


Recommendation  120.  If  the  Government  of  Ontario 
is  not  prepared  to  abolish  the  SABA  approach,  as 
recommended,  and  continues  the  indexing  of  pension 
benefits  out  of  a  separate  fund  contributed  to  by 
government  and  employees  on  an  equal  basis: 

a)  the  indexing  promise  should  be  changed  from  the 
present  8  per  cent  cap  with  carry-over,  so  that 
the  government  responsibility  is  limited  to  its 
1  per  cent  contribution  to  the  SABA  fund; 

b)  the  SABA  fund  should  be  operated  on  a  pay-as- 
you-go  basis  with  each  employee  being  clearly 
warned  that  adjustments  can  be  made  only  to 
the  extent  of  the  fund,  and  that  they  may  not 
receive  an  adjustment  when  they  retire; 

c)  consideration  should  be  given  to  making  partici- 
pation in  this  fund  voluntary  for  the  employee; 

d)  this  approach  should  not  be  permitted  for  pri- 
vate sector  plans. 
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INVESTMENT 

Funding  and  investment  go  hand  in  hand  in  pension  planning .  In- 
vestment performance  affects  the  cost  for  the  taxpayers,  and  security 
and  potential  benefit  improvements  for  plan  members.  All  public  sector 
plans  have  funds  to  be  invested.  Most  plans  invest  in  financial  market 
instruments  in  the  same  manner  as  private  sector  pension  plans.  Some 
(e.g.,  TSF)  bold  only  non-marketable  debt  instruments  of  the  province. 
Some  such  as  (MERS  use  both.  Some  have  insurance  company  deposit  ad- 
ministration plans.  The  PSSF  assets  of  over  $1  billion,  however,  are 
represented  by  an  account  in  the  Consolidated  Revenue  Fund  with  interest 
credited  annually  at  a  rate  determined  by   the  provincial    treasurer. 

The  Commission  believes  that  fundamental  changes  are  required  in 
the  investment  policies  for  some  public  sector  pension  plans.  Adoption 
of   its   recommendations  should   have   several    advantages: 

( i)  improved   and   visible  rates  of  return  on  pension  fund   assets; 

(ii)        greater    amounts    of    capital    available    for   private   market 
utilization; 

(Hi)      controls   on  public   borrowing    if   the  government    is    forced    to 
borrow  at   market   rates  of   return; 

(iv)        visibility  of  pension    cost    to    government ,    taxpayers ,    and 
plan  members; 

The   Commission   therefore  makes   the   following   recommendation: 

Recommendation  121.  The  Government  of  Ontario 
should  adopt  a  policy  of  investment  for  all  public 
sector  pension  funds,  including  the  funds  to  be 
created  for  the  PSSF  and  the  Legislative  Assembly 
Retirement  Allowances  plan,  incorporating  the  fol- 
lowing principles: 

a)  all  investments  should  be  in  the  form  of  market- 
able securities; 

b)  all  funds  and  investments  should  be  segregated 
from  government  funds,  even  on  a  short-term 
basis; 

c)  book  entries  such  as  those  currently  used  for 
the  PSSF,  and  non-marketable  securities  such  as 
those  now  used  for  the  TSF  should  be  discon- 
tinued and  replaced  as  soon  as  practicable  with 
marketable  securities; 

d)  all  future  investments  should  reflect  market 
rates  of  return; 

e)  some  portion  of  the  investment  of  a  plan  should 
be  made  in  the  private  sector  within  the  invest- 
ment regulations  of  the  Pension  Benefits  Act. 
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COST 

Cost  of  public  sector  pensions  is  a  major  concern  to  this  Com- 
mission, The  very  size  of  public  sector  coverage  means  that  even  a 
small  error  in  calculating  cost  can  have  a  significant  effect  on  total 
cost.  Cost  has  less  significance  in  the  private  sector  where  the  cost 
of  pensions  is  ultimately  a  market  decision.  This  disc ipl ine  does 
not  exist  in  the  public  sector.  Cost  is  of  interest  not  only  to  the 
government  as  employer  and  to  employees ,  but  to  taxpayers  who  have 
a  valid  interest  in  determining  whether  such  costs  are  reasonable , 
Difficulties  in  determining  the  costs  of  public  sector  pensions  are 
compounded   by   several    factors: 

( i)  Although   the   accounting   techniques   used    to    determine   pen- 

sion costs  in  the  public  accounts  of  the  province  appear 
appropriate,  it  is  not  easy  to  appreciate  the  full  impact 
of  the  cost  figures  because  they  are  often  spread  through- 
out  the  public   accounts, 

(ii)  More   importantly,   lack  of  data   for  comparable   periods    and 

prepared  on  comparable  bases  makes  it  extremely  diff icult 
to  get  a  clear  picture  of  the  total  cost  of  public  sector 
pensions . 

(Hi)  We  have  seen  that  the  choice  of  actuarial  funding  method 
affects  the  ultimate  cost  of  a  pension,  and  we  accept  this 
variability  in  the  public  sector  as  well  as  in  the  private 
sector   (see  Volume  II,    Chapter  9), 

(iv)  The  matching   contribution  principle  also   obscures  cost.   For 

example,  the  employer  cost  of  teachers'  pensions  including 
indexing  for  1978-79  was  14,74  per  cent  of  payroll  for  a 
total  cost  of  21,74  per  cent.  The  difference  of  7,74 
percentage  points  means  that  the  annual  cost  is  55  per 
cent  more  than  the  total  (14  per  cent)  of  the  matching 
contributions, 

(v)  Items  of  cost    include    not    only    current    service    cost    but 

supplemental  liability  payments,  administrative  expenses , 
and  superannuation  adjustment  costs.  The  causes  of  supple- 
mental   liabilities  are   not   readily   isolated , 

(vi)  Further  distortions  arise   from  prepayments   and    variations 

in  the  timing  of  payments.  These  may  be  advantageous  in 
private  sector  plans  but  may  distort  the  true  cost  picture 
in   the  public   sector, 

(vii)  The  continuance  of  surplus  funding  ('e.g.,  WCB  pension  plan) 
also   distorts   the   overall    pension  cost   picture. 
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(viii)  Some  benefits  are  not  easily  costed .  Various  retirement 
conditions  such  as  the  rule  of  90,  or  age  60  with  20  years' 
service,  create  a  significant  retirement  subsidy  since 
CPP  integration  does  not  occur  until  age  6  5  (the  normal 
retirement  age  in  private  sector  plans).  The  cost  of  this 
"bridging"   benefit    is   not    readily  seen. 

(ix)  Even   if   the   cost   picture   were  clear,    there   is  no    authority 

at  present  with   the  power   to  assess   the  costs  and   make    any 
change   to  control    or  al ter    them . 

Financial  data  show  that  the  funded  position  of  some  of  the  six 
plans  studied  has  deteriorated ,  and  there  is  a  marked  trend  towards 
increased  cost   as  a  percentage  of  payroll . 

The  Commission  therefore  makes  the  following  recommendations  to 
bring  about  effective  cost  control  of  public  sector  pensions  through 
determination,   disclosure   and   assessment   of   total    cost   of  pensions: 

Effective  Cost  Control 

Management   Board  Responsibil ity 

Recommendation  122.  Responsibility  for  cost  control 
of  all  public  sector  pension  plans  should  be  placed 
with  Management  Board  of  Cabinet,  with  power  to 
scrutinize  the  operation  of  each  plan  and  to  control 
the  cost  and  obligations  of  each  plan  through  bud- 
getary control  of  the  plan  sponsor. 

Recommendation  123.  To  assist  Management  Board  in 
its  responsibility,  Treasury  should  assume  four 
independent  responsibilities  relating  to  public 
sector  pension  plans: 

a)  to  set  the  inflation  factor  for  use  in  determin- 
ing salary  scales  and  interest  rates  as  required 
for  actuarial  valuations  of  public  sector  plans; 

b)  to  scrutinize  and  evaluate  from  a  true  and  total 
cost  perspective  the  actual  operating  experience 
of  each  public  sector  pension  plan  and  to  report 
its  findings  to  Management  Board; 

c)  to  evaluate  the  true  and  total  cost  of  propos- 
als for  change  in  each  plan  and  determine  the 
contribution  rates  for  both  employees  and  em- 
ployer to  pay  the  full  cost  of  such  changes  (all 
proposals  to  be  submitted  through  Management 
Board  to  Treasury  for  costing  before  any  such 
change  is  made)  and  to  report  its  findings  to 
Management  Board;  such  findings  to  be  available 
to  the  public  on  request; 

d)  to  report  periodically  to  the  public  on  the 
operation  of  public  sector  pension  plans,  and  in 
particular  the  cost  of  the  plans  in  dollars  and 
as  a  percentage  of  payroll  and  the  cost-sharing 
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between  employer  and  employee;  such  report  to  be 
made  annually  for  the  PSSF,  TSF,  Hydro,  HOOPP, 
OMERS,  and  WCB,  and  at  least  every  six  years  for 
all    other   public    sector   pension   plans. 

Recommendation  124.  Guidelines,  similar  to  those 
developed  by  Management  Board  in  1976  for  the  five 
largest  sector  plans  and  the  WCB,  should  be  devel- 
oped by  Treasury  in  carrying  out  its  recommended 
responsibilities  of  scrutinizing  and  evaluating 
the  operation  of  all  public  sector  plans  for  cost 
control  purposes.  The  guidelines  should  incorporate 
the  Commission's  recommendations  for  funding  (see 
Recommendations  113  to  120  for  public  sector  plans 
as  well  as  Recommendations  58  to  73  for  funding  in 
general)  . 

Recommendation  125.  Employers  in  a  surplus  funding 
position  (e.g.,  WCB  pension  plan)  should  apply 
immediately  for  a  refund  of  the  surplus  pursuant 
to  the  Pension  Benefits  Act  to  be  applied  to  the 
current  service  cost  of  the  pension.  No  public 
sector  pension  plan  should  normally  continue  in 
a  surplus  position  for  more  than  one  valuation 
period. 

Recommendation  126.  The  Treasury,  in  carrying  out 
as  recommended  its  responsibility  of  scrutinizing 
and  evaluating  the  operation  of  all  public  sector 
plans,  should  review,  at  least  every  six  years,  the 
funding  of  all  public  sector  pension  plans  through 
an  examination  of  each  plan,  on  a  basis  consistent 
for  all  the  plans,  to  allow  comparisons  of  funding 
among  the  plans.  The  results  of  such  examination 
should  be  used  by  Management  Board  in  assessing  the 
future  cost  of  all  the  plans,  and  for  the  purpose  of 
reporting    to    the    public. 

A  very  important  aspect  of  the  cost-determining  role  of  the 
Treasury  will  be  the  full  costing  of  plan  improvements  before  they 
are  instituted.  The  six-year  review  will  allow  a  close  scrutiny  of 
unfunded  actuarial  liabil ities  and  surpluses  in  all  plans  with  a  view  to 
identifying    their   causes  and   taking  measures   to   control    them. 

The  Commission  believes  that  recognition  of  the  true  cost  of 
pensions  at  the  level  of  Management  Board  will  enable  it  to  control 
costs  effectively  in  the  future.  However ,  if  this  or  some  similar 
alternative  is  not  feasible  within  the  governmental  structure ,  then  the 
Commission  recommends: 

Recommendation  127.  If  the  necessary  authority 
to  control  pension  plan  costs  cannot  be  given  to 
Management  Board  or  cannot  be  successfully  used  by 
Management  Board  to  control  pension  plan  costs, 
the  Government  of  Ontario  should  consider  making 
changes  in  pension  plan  design  to  convert  existing 
plans  to  defined  contribution  (money-purchase)  plans 
or  to  some  other  design  in  which  cost  control  is 
effective. 
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Parity  with   the  Private  Sector 

The  Commission  believes  that  government  must  take  notice  of  strong 
public  statements  concerning  differences  between  public  and  private 
employee  benefits.  Public  sector  &nployees  are  better  off  in  terms  of 
pension  benefits  than  are  private  sector  employees.  Coverage  is  higher 
in  the  public  sector:  94.8  per  cent  compared  to  39.1  per  cent.  Almost 
96  per  cent  of  plan  members  in  the  public  sector  are  in  a  final  earnings 
plan  compared  to  31  per  cent  in  the  private  sector.  About  83  per  cent 
have  survivor  benefits  compared  to  2 1  per  cent  in  the  private  sector  and 
81  per  cent  have  a  full  accrued  disability  benefit  in  the  plan  compared 
to  28  per  cent  of  private  sector  members .  Almost  no  members  in  the 
private  sector  have  automatic  adjustment  for  inflation  (95.2  per  cent 
have  none)  while  almost  60  per  cent  of  members  in  the  public  sector  have 
some  automatic  protection.  A  good  measure  of  portabil  ity  exists  within 
the  public  sector  through  reciprocal  transfer  agreements  which  are 
virtually   non-existent    in   the   private   sector. 

The  cost  of  pensions  is  inevitably  affected  by  the  generosity 
of  the  benefits.  In  the  Commission' s  opinion,  the  taxpayer  must  not 
be  obliged  to  shoulder  the  cost  of  pension  benefits  for  public  sec- 
tor employees  while  they  cannot  hope  to  gain  comparable  benefits  for 
themselves  because  of  cost  limitations  in  the  private  sector.  The 
Commission  therefore  makes  the  following  recommendation  for  parity  with 
the  private  sector.  This,  effected  in  combination  with  Management  Board 
responsibility,  will  result  in  effective  cost  control  of  public  sector 
pensions: 

Recommendation  128 »  The  Government  of  Ontario 
should  seek  to  achieve  parity  with  the  private 
sector  in  total  compensation  of  its  employees,  and 
in  particular  should  not  provide  pension  benefits 
more  generous  than  those  generally  available  in  the 
private  sector  (measured  by  the  full  cost  of  such 
benefits)  .  The  government  should  not  lead  the  way 
for  the  private  sector,  particularly  in  the  areas  of 
inflation  adjustment  and  early  retirement  without 
actuarial  reduction. 


SPECIAL   ISSUES 

On  a  number  of  special  issues  affecting  public  sector  plans,  the 
Commission  makes   the   following   recommendations : 

Collective  Bargaining 

Some  public  sector  pensions  are  excluded  from  the  scope  of  collec- 
tive bargaining  directly  or  indirectly  as  a  result  of  legislation.  The 
Crown  Employees  Collective  Bargaining  Act,  covering  the  PSSF,  expressly 
excludes  pensions  from  the  scope  of  bargaining ,  although  it  states  that 
the  governing   principles  should    be    subject    to    review   by    the    employer 


65 


and  the  bargaining  agent.  The  OMERS  Act  allows  negotiation  only  of 
specified  supplementary  benefits,  while  the  Teachers'  Superannuation  Act 
makes  no  reference  to  collective  bargaining.  In  effect,  the  provisions 
of  these  plans  can  be  altered  only  by  negotiation  with  the  government  as 
opposed   to   the  direct   employer. 

HOOPP  is  theoretically  bargainable  but  the  various  unions  in  the 
health  sector  do  not  have  representation  in  all  member  hospitals .  Even 
if  they  did,  they  could  not  real  istically  negotiate  the  provisions  of 
the  plan  unless  they  were  to  bargain  jointly .  The  same  problem  would 
exist  in  the  PSSF,  TSF,  and  OMERS  if  it  were  possible  to  negotiate  the 
provisions  of  these  plans,  since  all  are  multi-employer  plans.  In 
a  few  cases,  notably  in  a  number  of  universities,  it  would  appear  that 
pensions  are  not  negotiated  because  unionized  employees  constitute  a 
minority   of   the  plan's  members. 

Most  unions  have  expressed  the  view  that  pens  ions  should  be 
negotiable  on  the  ground  that  employer  contributions  to  pension  plans 
represent  employee  income,  in  the  same  way  as  salaries  or  other  bene- 
fits, and  that  it  is  anomalous  that  they  should  be  able  to  bargain  over 
all    items  of  compensation  except   pensions. 

The  Commission  examined  problems  of  permitting  negotiation  of 
pension  matters,  namely  the  possibility  of  fragmentation  of  plans  and 
the  difficulty  of  controlling  costs  in  non-market  public  sector  nego- 
tiations. The  Commission  examined  alternatives  to  collective  bargaining 
such  as  employee  control  of  pensions ,  limited  bargaining ,  and  joint 
consultation   (the  present   situation) . 

While  the  Commission  favours  the  principle  of  collective  bargain- 
ing,  formal  or  informal,  between  employers  and  employees  to  determine 
pension  benefits,  it  is  not  prepared  to  recommend  any  move  to  increased 
formal    collective   bargaining   in   the  public   sector  at    this   time. 

Recommendation  129.  Pensions  should  be  considered 
as  appropriate  for  collective  bargaining  in  the 
public  sector  subject  to  the  acknowlegement  that 
there  may  be  some  circumstances  in  which  collective 
bargaining  may  not  be  practicable;  no  new  areas  for 
collective  bargaining  of  pensions  should  be  opened 
at  this  time. 

Reciprocal   Transfer  Agreements 

The  ability  to  transfer  pension  service  credits  from  one  plan  to 
another  through  reciprocal  transfer  agreements  is  prevalent  in  the 
public  sector  because  of  the  homogeneity  of  the  employers.  Under  these 
agreements,  double  contributions  with  a  nominal  rate  of  interest  are 
transferred  from  one  fund  to  another.  These  agreements  result  in  higher 
costs  to  public  sector  employers  and  may  result  in  increased  benefits 
for   the   transferring   employee. 
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Recommendation  130.  The  terms  of  reciprocal  trans- 
fer agreements  for  public  sector  employees  should  be 
reviewed  and,  where  necessary,  altered  to  result  in 
neither  undue  gain  nor  undue  loss  to  the  person 
making  a  transfer  from  one  plan  to  another,  and 
to  ensure  that  the  cost  of  additional  benefits 
which  become  available  upon  transfer,  such  as  im- 
proved benefits  for  past  service  with  other  plans, 
are  fairly  allocated  between  the  employer  and  the 
employee. 

Pensions  for  Provincial  Judges 

Judges 

Ontario  has  jurisdiction  over  the  pensions  of  some  190  provincial 
court  judges  and  8  small  claims  court  judges.  Pensions  for  these  judges 
are  provided  under  the  Public  Service  Superannuation  Act  in  the  same 
plan  as  provincial    civil    servants. 

The   independence  of   the   judiciary   requires  enactment    of   a    pension 
plan   for  judges  separate   from   that   of   civil    servants.      (A   separate  plan 
is  maintained   for  members  of   the  Legislative  Assembly) . 

Recommendation  131.  A  pension  plan  separate  from 
that  for  public  servants  generally  should  be  enacted 
for  all  members  of  the  judiciary  to  whom  Ontario's 
legislative  powers  extend. 

Earlier  Unreduced  Retirement  Benefits 

Recommendation  132.  The  Government  of  Ontario 
should  not  take  steps  to  lower  the  existing  retire- 
ment ages  at  which  unreduced  pensions  are  available 
except  where  it  can  be  demonstrated  that  unreduced 
pensions  at  earlier  ages  are  a  necessity  for  a 
special  group.  In  those  cases  the  additional  cost 
of  earlier  unreduced  retirement  benefits  should  be 
fairly  borne  by  employer  and  employees. 

Earnings  or  Retirement  Tests 

Some  public  sector  plans  impose  an  earnings  test  (e.g.,  PSSFJ  on 
retirees  whether  or  not  the  retiree  has  attained  age  65,  and  the  amounts 
of  pension  are  reduced  in  accordance  with  earnings.  Inequities  exist  as 
a  result  of  such  earnings  tests.  Furthermore,  there  is  little  support 
for  the  imposition  of  an  earnings  test  after  age  65.  However ,  the 
right  to  retire  on  an  actuarially  unreduced  pension  prior  to  age  65  is 
common  in  the  public  sector.  Those  retiring  before  age  65  therefore 
obtain  a  substantial  "bridg ing  supplement"  since  the  employer  pays 
the  equivalent  amount  of  CPP  benefits  until  the  retiree  reaches  age 
65,  An  earnings  test,  therefore,  is  appropriate  prior  to  the  age  when 
retirement   income  from   government   programs  begins. 
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Recommendation  133.  All  earnings  and  retirement 
tests  should  be  abolished  for  retired  employees  who 
have  attained  the  age  of  65.  Any  other  action 
should  be  determined  after  monitoring  the  effect  of 
the  Revenue  Canada  rules  and  examining  its  own 
re-employment  policy  so  that  public  sector  policy 
for  re-employment  conditions  will  be  consistent  with 
that   in    the   private    sector. 

Plan  Administration 

As  we  have  seen,  there  is  no  overall  government  control  of  the  cost 
of  pensions.  Similarly ,  there  is  no  overall  co-ordination  of  pension 
benefits  and  plan  provisions. 

The  Commission  considered  and  rejected  the  alternative  of  a  con- 
solidated pension  plan  for  all  employees  because  of  the  difficulty  of 
regulating  funding  and  matters  between  employer  and  employee  for  diverse 
groups.  The  Commission  also  rejected  the  alternative  of  a  central 
pension  board  for  the  public  sector.  Cost  control  -  the  most  important 
function  of  such  a  board  -  can  be  best  performed  through  Management 
Board  and   the  Treasury  as  we   are  proposing    (Recommendations   123  to  127). 

However,  there  is  a  need  for  some  body  to  deal  specifically  with 
individual  employee  matters.  This  should  be  done  under  the  Pension 
Commission  of  Ontario,  as  recommended  for  all  employment  pension  plans 
(see  Recommendation  86 J. 

The  Commission  considered  a  number  of  other  special  issues  but 
has  made  no  recommendations  concerning  them.  Reference  should  be  had 
to  Volume  VI,  Chapter  6  of  the  report.  The  Commission  bel  ieves  that 
specific  changes  in  benefit  provisions  are  appropriate  matters  for 
informal  bargaining  between  employer  and  employees  and  should  not  be 
determined  by  this  Commission.  The  Commission  is  concerned  that  the 
full  cost  of  proposed  benefit  improvements  be  clearly  identified  and 
that  such  cost  be  borne  by  employer  and  employees  through  appropriate 
contribution  rates. 
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Part  V 

Special  Retirement  Concerns 


THE   EFFECT   OF   INFLATION   ON   RETIREMENT   INCOME    (Volume   II,    Chapter    10) 

The   Commission  studied    the   effect   of   inflation  on   retirement    income 
and   found: 

( i)  The  problem   of   inflation    affects    all    members   of    Canadian 

society  but  chiefly  those  on  fixed  incomes.  Pensioners  in 
particular  suffer  a  substantial  loss  of  purchasing  power 
in  periods  of  high  inflation.  In  addition,  they  are  not 
in  a  position  to  benefit  from  productivity  growth  and  so 
are  unable  to  achieve  any  improvement  in  living  standards 
comparable  to  those  still  in  the  work-force ,  even  in  the 
absence  of   inflation, 

( ii)  The  adequacy  of  any  pension,  regardless  of  the  plan  formula, 
is   impaired   by   inflation  before  as  well   as  after   retirement, 

(Hi)  Existing  government  programs  provide  substantial  protection 
from   inflation. 

( iv)  It  is  desirable  to  encourage  individuals  to  set  aside  monies 
to  provide   income   in   retirement. 

(v)  Ontario   residents  are  generally   in  favour   of   total    indexing 

for  government   and   employment  pensions, 

(vi)  The  Commission  considered  and  rejected  the  following  methods 
of  protecting  retirement  income  from  inflation  beyond  the 
protection  provided   through  government   programs: 
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a)      mandatory    index ing    of    employment    pension    benef its    by 
employers; 

h)      indexed   bonds; 

c)      government   inflation   insurance. 
The  Commission  makes   the  following   recommendations : 
Government  Programs 

Recommendation  134.  The  annual  income  in  retirement 
guaranteed  by  the  Federal  and  Ontario  governments 
should  continue  to  be  protected  from  inflation. 

a)  The  Old  Age  Security  and  Guaranteed  Income  Sup- 
plement programs  should  continue  to  be  indexed 
quarterly  to  increases  in  the  Consumer  Price 
Index.  The  Guaranteed  Annual  Income  System 
(GAINS)  should  continue  to  reflect  federal 
adjustments  for  inflation. 

b)  The  Canada  Pension  Plan  should  continue  to 
be  adjusted  in  accordance  with  the  average 
industrial  wage  prior  to  retirement  and  annually 
in  retirement  in  accordance  with  increases  in 
the  Consumer  Price  Index. 

Recommendation  135.  The  Consumer  Price  Index  should 
continue  to  be  the  measure  for  indexing  of  govern- 
ment programs,  with  no  steps  taken  to  develop  a 
different  index  for  those  65  and  over. 

Inflation  Tax  Credit 

Because  the  problem  of  inflation  affects  all  members  of  Canadian 
society  but  chiefly  those  on  fixed  incomes,  it  is  not  appropriate ,  in 
the  Commission' s  opinion,  to  use  government  compulsion  to  ameliorate  the 
position  of  only  those  who  are  members  of  employment  pension  plans, 
since  all  taxpayers  pay  for  the  cost  of  indexing  indirectly  through  the 
tax   system. 

The  Commission,  one  member  dissenting ,  recommends  that  protection 
from  inflation  beyond  the  level  of  the  minimum  income  guaranteed  to  the 
elderly  by  government  programs  be  provided  for  all  retired  persons  in 
society  up  to  a  maximum  level  consonant  with  desirable  social  objectives 
and   resources  available. 

The  Commission   therefore  makes   the  following   recommendations: 

Recommendation  136.  The  Commission  recommends  that 
the  Government  of  Ontario  seek  changes  in  the  Income 
Tax  Act  (Canada)  and  the  Income  Tax  Act  (Ontario) 
to  introduce  a  refundable  Inflation  Tax  Credit 
for  all  residents  of  Ontario  aged  68  and  over  to 
protect  from  inflation  a  measure  of  total  retirement 
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income  above  the  level  of  government  floor  programs 
(OAS,  GIS,  CPP,  and  GAINS),  in  step  with  cumulative 
changes  in  the  Consumer  Price  Index.  (One  Commis- 
sioner dissented  from  this  recommendation  for  the 
reasons  set  out  in  the  text  in  Volume  II,  Chapter 
10,  under  the  heading  "Inflation  Tax  Credit"). 

An  appropriate  amount  for  this  protection  might  be  twice  the  total 
of  the  OAS  pension  and  the  ntaxinium  CPP  pension  for  the  year.  For  1980 
this  would  afford  protection  for  $  1 1 ,92 5. 20  of  retirement  income  in 
addition  to  the  OAS  and  CPP  which  are  already  fully  indexed  to  the 
Consumer  Price  Index.  See  Volume  II,  Chapter  10,  for  a  complete  expla- 
nation of   how  such  a   tax   credit   might   apply   in  practice. 

Recommendation  137.  With  a  view  to  contributing  to 
the  financing  of  such  inflation  protection,  the 
Commission  recommends  that  the  Government  of  Ontario 
seek  changes  to  the  Income  Tax  Act  system: 

a)  to  make  all  income  from  whatever  source  subject 
to  income  tax,  including  in  particular  Workmen's 
Compensation  payments. 

b)  to  eliminate  the  present  tax  exemption  related 
to  age  65. 

c)  to  eliminate  the  present  tax  deduction  for 
pension  and  annuity  income. 

Employment  Pensions 

Loss  of  purchasing  power  through  the  effects  of  inflation  should  be 
borne  by  the  individual  except  as  modified  by  the  implementation  of  the 
following  recommendations,  by  government  programs,  by  ad  hoc  adjustments 
by  employers  in  employment  pension  plans,  and  by  means  arrived  at  be- 
tween employers  and   employees   through   the  collective  bargaining   process. 

Recommendation  138.  Although  the  Government  of 
Ontario  should  not  In  general  oblige  employers  with 
pension  plans  to  provide  inflation  protection,  the 
Commission  recommends  that  employers  and  employees 
be  free  to  provide  indexing  if  desired  and  as  deter- 
mined within  the  collective  bargaining  process, 
provided  that  such  inflation  adjustments  are  funded 
in  the  manner  recommended  by  the  Commission  in 
Recommendation  73  with  a  view  to  protecting  active 
and  retired  plan  members  and  preventing  any  diminu- 
tion or  impairment  of  basic  retirement  benefits. 

Many  have  advocated  and  some  have  adopted  the  practice  of  making 
post-retirement  adjustments  out  of  gains  to  pension  funds  arising  from 
investment  earnings  in  excess  of  those  assumed  by  the  actuary  in  fore- 
casting costs.  Thus  if  the  interest  rate  assumed  was  6  per  cent  and  the 
rate  of  return  actually  earned  was  9  per  cent,  the  fund  would  have  a 
gain  or  "excess  interest"  over  that  expected .  This  gain  would  be  avail- 
able to   adjust   pension   benefits   rather   than   to   reduce  employer  cost. 
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The  Commission  supports  a  limited  approach  to  this  use  of  the 
"excess  interest"  concept.  It  may  be  used  effectively  by  segregating 
from  the  pension  fund  those  amounts  required  to  support  pensions  already 
in  payment.  The  retired  group  then  benefits  from  gains  on  this  segre- 
gated fund  in  a  way  similar  to  a  participating  annuitant  subject  to  a 
guarantee  of  a  minimum  pension  amount.  A  participating  annuity  is  one 
which  guarantees  a  basic  monthly  payment  increased  by  any  additional 
earnings  on   the   capital    above   those   required   to  pay   the  basic   amount. 

Recommendation  139.  The  Pension  Benefits  Act  should 
be  amended  to  require  that  every  pension  plan  shall 
provide  an  employee  retiring  under  the  plan  the 
option  of  a  participating  annuity.  The  employer  may 
choose  to  purchase  the  participating  annuity  from 
an  insurance  company  or  to  make  pension  payments 
directly  from  the  fund.  Where  such  annuity  is 
payable  from  the  pension  fund  the  monies  required  to 
purchase  such  an  annuity  should  be  held  in  a  segre- 
gated account  with  those  for  all  other  annuitants 
who  have  elected  participating  annuities,  with  such 
annuitants  to  share  in  any  "excess  interest"  earned 
on  the  fund  in  each  year.  Where  such  annuity  is 
paid  out  of  the  pension  plan,  the  transfer  of  assets 
into  the  segregated  account  should  be  regulated  by 
the  Pension  Commission  of  Ontario,  including  the 
setting  of  interest  rates  for  the  division  of  the 
fund  and  for  the  minimum  annuity  payable.  The 
employer  should  receive  any  benefit  for  mortality 
gains  and  bear  any  loss  for  mortality  losses,  and 
should  be  responsible  for  guaranteeing  the  minimum 
annuity  promised. 


RETIREMENT  AGE    (Volume  III,    Chapter   15;    Volume  V,    Chapter  8) 

Although  selecting  age  65  for  the  beginning  of  retirement  is 
arbitrary  and  may  create  artificial  differences  between  those  above  and 
below  age  65,  it  is  a  convenient  social  planning  tool.  A  notional 
age  of  retirement  has  proved  more  satisfactory  than  an  earnings  or 
retirement  test.  A  continued  improvement  in  health  and  extended  life 
expectancy  eventually  may  make  age  65  seem  an  early  age  for  normal 
retirement.  The  Commission  favours  flexibil  ity  in  the  choice  of  re- 
tirement age  for  the  individual ,  but  this  goal  of  flexibil  ity  must  be 
balanced  against  the  constraints  of  overriding  social  and  economic 
policies.  The  Commission  takes  no  position  in  the  current  debate  on 
whether  the  protected  age  for  right  to  employment  should  be  raised.  It 
does  however  make  recommendations  regarding  changes  in  eligibil  ity  ages 
for  government   programs  and   employment  pensions. 

Early  Retirement 

The  Commission  found: 

( i)  While  retirement   tends   to  occur   around  65,    there    is   a    trend 

to   earlier  retirement   which   is  expected   to   continue. 
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(ii)  Age  65  is  the  most  widely  accepted  normal  retirement  age  in 
pension  plans,  but  nearly  all  plans  provide  for  early 
retirement   on  a   reduced  pension. 

(Hi)  Early  retirement  without  actuarial  adjustment  increases 
pension  costs  substantially .  Retirees  need  income  over  a 
longer  period  of  time;  periods  of  interest  accrual  before 
retirement  are  shorter;  and  inflation  erodes  the  income  over 
a  longer  period   thereby  affecting   inflation  adjustments. 

Government  Programs 

Although  the  Commission  supports  flex ibil ity  in  the  individual 
choice  of  retirement  age,  it  does  not  support  flexibil ity  if  government 
transfer  payments  must  then  be  paid  at  an  earlier  age.  Lowering  the 
basic  age  of  entitlement  would  encourage  earlier  retirement ,  increase 
the  costs  of  government  programs  and  discourage  work.  The  Commission 
therefore  makes   the  following   recommendations: 

Recommendation  140.  The  Government  of  Ontario 
should  take  no  steps  to  lower  the  age  of  eligibility 
for  retirement  benefits  of  federal  or  Ontario  gov- 
ernment  programs    from    the    existing    age    of   65. 

Recommendation  141.  The  Government  of  Ontario 
should  take  no  steps  to  lower  the  age  of  eligibility 
for  retirement  benefits  of  federal  or  Ontario  gov- 
ernment  programs    on    an    actuarially   reduced    basis. 

Because  the  Spouse' s  Allowance  program  discriminates  between 
unmarried  and  married  persons  aged  60  to  64  and  produces  inequities 
between  married  couples  eligible  for  the  Spouse's  Allowance  and  those  in 
which  one  partner  is  65  or  over  and  the  other  is  below  60,  the  program 
should   be  phased   out    (see  Recommendation  14). 

Employment  Pensions 

Recommendation  142.  The  Pension  Benefits  Act  should 
be  amended  to  create  an  option  for  every  member  of 
an  employment  pension  plan  to  elect  early  retirement 
under  the  plan  on  an  actuarially  reduced  basis  at 
any  time  between  age  60  and  age  65  or  the  normal 
retirement  age  under  the  plan,  whichever  is  the 
earlier. 

Postponed  Retirement 

While  there  has  been  a  long-term  decline  in  labour  force  partici- 
pation by  the  elderly,  public  opinion  more  recently  has  come  to  support 
the  right  of  individuals  to  work  beyond  age  65,  the  usual  age  at  which 
retirement  is  imposed  on  employees .  While  taking  no  position  on  the 
merits  of  postponed  retirement,  the  Commission  is  concerned  that  those 
who   work  beyond   normal    retirement    age    should    receive   pensions    which 
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reflect,    in  an  equitable  degree,    the  actual    age  of    retirement .  Unless 

an  actuarial    adjustment    is  provided ,    the   employer' s    cost    (of    a  defined 

benefit)    is   reduced   when  an   employee' s   retirement   is  postponed .  In    the 

Commission' s   view  such  a   result    -    that    is,    enrichment    of    the  pension 
fund  at   the   employee's  expense  -   should   not  be  permitted. 

Employment  Pension  Plans 

Recommendation  143.  The  Pension  Benefits  Act  should 
be  amended  to  create  an  option  for  every  member  of 
an  employment  pension  plan  who  continues  to  work 
after  normal  retirement  age  under  the  plan  to  post- 
pone taking  of  the  pension  beyond  normal  retirement 
age  and  to  accrue  an  actuarial  increase  in  the 
pension   until    retirement. 

Government  Programs 

Recommendation  144.  The  Government  of  Ontario,  in 
the  absence  of  strong  evidence  of  a  need  to  encour- 
age work-force  participation  beyond  age  65,  should 
take  no  steps  to  provide  actuarially  increased 
benefits  in  either  federal  or  Ontario  government 
programs  if  taking  of  benefits  is  delayed  past  age 
65,  except  to  the  extent  it  now  exists  in  the  Canada 
Pension   Plan. 

WOMEN  AND   THE   PROVISION  OF   RETIREMENT   INCOME    (Volume    III,     Chapter    16; 
Volume  V,    Chapter  8) 

While  retirement  arrangements  are  not  inherently  discriminatory 
against  women,  their  design  and  operation  result  in  women  obtaining 
minimal  retirement  income.  Most  women  have  less  potential  income  from 
employment  pensions  and  are  more  likely  to  require  government  assistance 
in  old  age.  The  Commission  found  the  following  factors  contr ibute  to 
the  disadvantaged  position  of  women  in  the  provision  of  retirement 
income: 

( i)  their  longevity   continues   to   increase ,    thereby  widening    the 

gap  between  their  life  expectancy  and  that  of  men:  women 
need  income  for  longer  periods  of  time  and  their  incomes 
will    be  affected  by   inflation  for  longer  periods; 

(ii)  their  position,  both  actual  and  assumed ,  as  non-working 
dependent  wives:  survivor  benefits  are  inadequate  even 
where  available;  elderly  women,  often  widowed,  rely  heavily 
on  government  programs. 

(Hi)  their  subordinate  role  in  the  work-force  in  spite  of  the 
phenomenal  rise  in  work-force  participation,  particularly  of 
married  women:  women  are  less  likely  than  men  to  be  members 
of  a  pension  plan;  women  have  broken  service  patterns 
reflecting    the    effect    of    child-rearing ;    women    are    more 
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likely  to  work  on  a  part-time  basis;  women  are  in  lower-paid 
occupations;  women  have  greater  job  mobil ity;  in  all,  women 
are  more  likely  to  receive  a  lower  pension  and  are  less 
likely   to   obtain  any  pension  at   all. 

The  Commission' s  earlier  recommendations  aimed  at  providing  a  mini- 
mum adequate  retirement  income  to  all  persons  from  government  sources 
will  improve  the  situation  of  elderly  women  living  in  poverty  today. 
Recommendations  for  a  mandatory  retirement  savings  plan,  which  would 
make  all  employment  pensionable  and  provide  complete  portahil  ity  and 
minimum  death  benefits  before  and  after  retirement,  will  improve  the 
situation  of  working  women  over  time.  However,  some  recommendations  are 
of  particular   interest   for  women. 

Eligibility  for  membership  in  employment  pension  plans  will  be 
extended  to  a  large  number  of  part-time  workers,  a  majority  of  whom  are 
women,  if  the  Commission' s  Recommendation  97  is  adopted.  In  advocating 
this  important  extension  of  coverage  we  recognize  that  pension  benefits 
are  part  of  employment  compensation,  and  so  should  not  be  denied  to 
anyone  who  has  a  durable  employment  relationship.  Whether  a  part-time 
worker  should  be  required  to  join  the  employer' s  plan  as  a  condition  of 
employment  is  a  matter  to  be  decided  according  to  the  rules  appl  icable 
to  other  employees.  If  a  mandatory  plan  (PURS)  is  adopted,  the  Commis- 
sion favours  an  eligibility  standard  that  would  cover  regular  part-time 
employment  but  would  permit  individuals  to  elect  not  to  join  a  pension 
plan  other   than  PURS. 

Society  increasingly  supports  non-d isc r iminat ion  between  men  and 
women  in  the  provision  of  benefits ,  A  woman's  need  for  an  adequate 
level  of  income  in  retirement  is  no  different  from  that  of  a  man.  The 
Commission  has  recommended  unanimously  that  unisex  tables  be  used  for 
the  calculation  of  annuities  under  the  mandatory  plan  (see  Recommen- 
dation 105).  The  Commission,  two  members  dissenting ,  has  also  recom- 
mended that  unisex  tables  be  used  for  annuities  purchased  for  all 
money-purchase  plans  and  RRSPs   (see  Recommendation  106). 

In  order  to  recognize  women  as  a  vital  part  of  the  work-force  and 
to  allow  for  the  interruptions  of  careers  for  child- rear ing ,  the  Commis- 
sion has  recommended  that  the  Province  of  Ontario  approve  the  amendment 
to  the  Canada  Pension  Plan  for  the  child-rearing  dropout  provision  as 
now  legislated ,    to   take   effect   without   delay   (see   Recommendation  32). 

The  Commission  makes  the  following  recommendations  relating  to 
support    issues   between  married  persons: 

Recommendation  145.  Under  the  Ontario  Family  Law 
Reform  Act  pensions  should  be  regarded  as  income  in 
retirement  which  may  be  a  source  of  support  in  the 
event  of  marriage  breakdown,  and  not  treated  as  a 
capital    asset. 
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Recommendation  146.  In  order  to  avoid  existing  dif- 
ficulties  in  attaching  pensions  to  satisfy  support 
orders,  consideration  should  be  given  to  redrafting 
Section  30  of  the  Family  Law  Reform  Act  in  consul- 
tation with  the  Pension  Commission  of  Ontario. 

For  the  long  term,  the  Commission  favours  an  approach  which  would 
end  the  discrimination  in  pension  plans  that  arises  from  an  assumption 
that  married  women  are  dependent  on  their  husbands.  In  the  short  term, 
however,  established  dependencies  must  be  recognized.  If  present  struc- 
tures remain  unaltered ,  massive  fiscal  transfers  will  be  required  in  the 
future  to  provide  women  with  a  decent  income  in  their  increasingly  long 
lives.  The  system  should  be  redesigned  now  to  fit  the  emerging  reality 
of  women  as  workers  and  to  open  as  many  avenues  as  possible  for  women  to 
contribute  to  their  own  future  security.  The  Commission  therefore  makes 
the  following   recommendation: 

Recommendation  147.  The  Province  of  Ontario  should 
take  no  new  steps  to  support  the  use  of  assumed 
need  arising  from  marital  status  as  a  basis  for 
employment  pension  design,  for  example,  by  requiring 
plans  to  provide  a  non-elective  joint  and  survivor 
form  of  pension. 

However,  if  a  joint  and  survivor  annuity  as  the  primary  benefit 
for  an  employment  pension,  which  can  be  altered  only  on  the  written 
consent  of  the  spouse,  is  legislated  as  recommended  by  the  Commission 
(see  Recommendation  54)  a  woman  who  is  dependent  on  her  husband  for 
retirement  income  will  be  afforded  some  protection  where  none  is  now 
available. 


GOVERNMENT   REGULATION   -  TAXATION    (Volume   III,    Chapter   14) 

By  allowing  deductions  for  income  tax  purposes  to  both  employers 
and  employees  in  employment  pension  plans  and  to  contributors  of  Regis- 
tered Retirement  Savings  Plans  (RRSPs),  the  federal  government  is  in  a 
strong  position  to  control  and  direct  the  development  of  employment 
pension  plans  and  other  retirement  income  arrangements .  It  is  important 
therefore  that  decisions  made  for  tax  policy  reasons  be  examined  for 
their  effect  on  pension  benefit  policy,  which  is  primarily  within  the 
control  and  direction  of  the  province.  It  is  within  the  power  of  the 
Government  of  Ontario  to  negotiate  with  the  federal  government  to  ensure 
a  suitable  balance  between  the  respective  goals  of  tax  policy  and  pen- 
sion benefit  policy.  The  Commission  makes  the  following  recommendations 
directed  to  the  emphasis  the  Government  of  Ontario  might  seek  in  tax 
policy: 

Recommendation  148.  The  Government  of  Ontario 
should  consider  with  the  federal  government  common 
goals  for  retirement  income  provision  to  be  achieved 
by  the  interaction  of  federal  tax  policy  and  provin- 
cial social  legislation. 
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Reconunendation  149.  Since  the  main  goal  of  pro- 
viding  tax-sheltered  funds  is  to  finance  retirement 
income,  steps  should  be  taken  to  curtail  existing 
tax  incentives  for  cash  withdrawal  from  employment 
pensions   before   vesting. 

Recommendation  150.  Roll-overs  of  pension  benefits 
and  retiring  allowances  into  RRSPs  should  be  moni- 
tored to  ensure  that  amounts  in  excess  of  reasonable 
retirement  requirements  are  not  thereby  receiving 
tax    shelter. 

Recommendation  151.  The  Government  of  Ontario 
should  consider  with  the  federal  government,  against 
the  background  of  tax  treaty  negotiations,  the 
effect  on  Canada's  capital  markets  and  trade  balance 
of  situations  in  which  tax-sheltered  funds  from 
retirement  income  vehicles  may  be  diverted  to  other 
countries. 

The  Commission,  one  member  dissenting ,  has  recommended  that  the 
Government  of  Ontario  should  take  steps  to  implement  an  inflation  tax 
credit  under  the  income  tax  system  to  afford  some  protection  against 
loss  of  purchasing  power  through  inflation  for  all  persons  age  68  and 
over,      (See  Recommendation   136 J. 

Government  Programs 

The   Commission  makes   the  following   recommendations: 

Recommendation  152.  The  Government  of  Ontario 
should  seek  amendment  to  the  Income  Tax  Act  (Canada) 
and  make  complementary  amendments  to  the  Income  Tax 
Act  (Ontario)  and  any  other  fiscal  statutes,  to  base 
exemptions  and  deductions  on  a  needs  basis  where 
these  are  now  universal  and  in  particular  to  replace 
the  present  age  exemptions  and  the  present  pension 
deduction  by  other  relief  administered  on  a  needs 
basis. 

Recommendation  153.  If  the  pension  income  deduction 
is  to  be  retained,  a  minimum  age  should  be  adopted 
to   avoid    encouraging   early   retirement. 

Recommendation  154.  Income- tested  tax  exemptions 
and    credits    should    take    into   account   all    income. 

Retirement  Arrangements 

As  noted  in  Recommendation  102,  if  a  mandatory  pension  plan  is 
adopted  by  the  Government  of  Ontario,  more  flexibility  in  the  benefit 
design  of  employment  pension  plans  may  be  provided  when  the  manda- 
tory plan  matures.  In  the  interim  some  changes  are  necessary  to  treat 
retirement  arrangements  on  a  more  equal  basis.  Pension  plan  members  may 
receive  tax  deductions  for  contributions  up  to  $3,500  on  account  of 
current   service  and  for  contributions  for  past   service.      Contributors   to 
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RRSPs  are  limited  to  20  per  cent  of  earned  income  to  a  maximum  of  $3,500 
(or  $5,500  if  not  a  member  of  a  registered  pension  plan)  and  no  contri- 
butions may  be  made  on  account  of  prior  years.  Saving  for  retirement 
increases  with  age,  and  the  20  per  cent  limitation  is  unreal istic . 
Its  removal  would  compensate  for  the  inabil  ity  to  make  "past  service" 
contributions.      The   Commission  makes   the  following    recommendations : 

Recommendation  155.  Contributions  for  RRSPs  should 
be  permitted  to  the  maximum  dollar  amounts  speci- 
fied, and  the  percentage  limitation  of  earned  income 
should   be   removed. 

Recommendation  156.  Deductions  by  employer  and 
employee  for  past  service  contributions  to  money- 
purchase   plans    should   be  permitted. 

As  already  noted,  in  order  to  provide  additional  flexibility  in 
pension  rights  on  termination  it  will  be  necessary  for  the  Government 
of  Ontario  to  seek  amendment  to  the  Income  Tax  Act  (Canada)  and  make 
complementary  amendments  to  the  Income  Tax  Act  (Ontario)  and  any  other 
fiscal  statutes  to  create  a  new  type  of  locked-in  pension  vehicle  to 
which  transfers  of  funds  can  be  effected  from  employment  pension  plans 
(see  Recommendation  45,   50  and  51). 


CONSTITUTIONAL   ISSUES    (Volume   III,    Chapter   18) 

Although  the  area  of  pensions  was  not  specifically  assigned  to  ei- 
ther the  federal  or  provincial  governments  in  the  British  North  America 
Act,  legislative  jurisdiction  has  been  assumed  by  the  provinces  as 
property  and  civil  rights.  In  practice,  however,  legislation  concerning 
both  employment  pensions  and  government  programs  has  been  achieved 
through  a   high  degree  of  co-operation  among  governments . 

Amendments  to  the  BNA  Act  permitted  the  federal  government  to  enact 
the  Old  Age  Security  Act  and  the  Canada  Pension  Plan.  The  Commission 
believes  that  providing  a  basic  level  of  income  in  retirement  to  the 
needy  elderly  should  continue  to  be  achieved  by  an  overall  national 
approach  combined  with  supplementary  support  and  co-operation  by  the 
provinces.  The  province  of  Ontario  should  continue  to  participate  in 
the  Canada  Pension  Plan  to  provide  a  measure  of  replacement  income  in 
retirement . 

Six  provinces  and  the  federal  government  have  enacted  pension 
benefits  legislation.  They  have  made  arrangements  for  uniform  adminis- 
tration and  common  registration  procedures,  but  significant  differences 
are  beginning  to  emerge  in  policy  and  regulation  in  various  jurisdic- 
tions. In  the  result,  there  are  signs  of  increasing  administrative 
complexity  in  cases  where  an  employment  pension  plan  covers  members  in 
two  or  more  jurisdictions;  employees  as  well  as  plan  sponsors  are  likely 
to  have  difficulty  ascertaining  their  rights  and  duties  under  divergent 
laws  and   regulations.      One  possible    answer   -    a    single    federal    super- 
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visory  law  and  administration  -  would  however  fail  to  satisfy  the  desire 
of  each  province  to  respond  to  the  needs  and  priorities  of  its  own 
constituents. 

While  uniformity  is  a  necessary  goal  its  pursuit  should  not  become 
an  excuse  for  inaction.  The  Commission  favours  an  approach  of  encour- 
aging both  policy  and  regulatory  uniformity  through  joint  consultation 
among  the  jurisdictions.  It  also  recognizes  that  some  changes  have  been 
delayed  too  long  on  the  basis  that  change  would  upset  uniformity.  It  is 
time  for  Ontario  to  amend  its  legislation,  but  in  consultation  with  the 
other  provinces  and   the  federal   government. 

The  Commission   therefore  makes   the  following   recommendations: 

Recommendation  157.  The  Government  of  Ontario 
should  attempt  to  achieve  changes  in  pension  bene- 
fits legislation  in  consultation  with  other  juris- 
dictions   having   pension    legislation. 

Recommendation  158.  The  Government  of  Ontario 
should  embrace  the  principle  of  uniformity  in  pen- 
sion benefits  legislation  among  all  jurisdictions 
in  Canada  and  support  the  principle  in  its  own 
legislation   as    far    as   possible. 

Recommendation  159.  The  Government  of  Ontario 
should  urge  those  provinces  not  now  having  pension 
benefits  legislation  to  adopt  legislation  similar  to 
that   of    Ontario. 

Recommendation  160.  The  Government  of  Ontario 
should  take  steps  to  initiate  an  agency  similar  to 
the  Canadian  Association  of  Pension  Supervisory 
Authorities  (CAPSA)  but  with  the  express  purpose  of 
encouraging  uniformity  of  pension  policy,  through 
discussion  and  consultation  among  persons  who  have 
input  to  government  at  the  policy  level  in  their 
respective   jurisdictions. 

Recommendation  161.  The  Government  of  Ontario 
should  continue  to  support  uniformity  in  pension 
regulation  through  CAPSA  and  assist  in  co-ordinating 
the  role  of  CAPSA  with  that  of  any  pension  policy 
body   that   may   be    created. 

Recommendation  162.  The  Government  of  Ontario 
should  adopt  a  mandatory  retirement  savings  plan  on 
a  provincial  basis,  and  encourage  other  provinces  to 
adopt  similar  plans,  with  interrelation  through 
reciprocal  agreements;  and,  if  feasible,  adminis- 
trative   co-ordination   with    the   Canada   Pension   Plan. 

Recommendation  163.  The  Government  of  Ontario 
should  pursue  a  policy  of  co-operation  with  the 
federal  government  in  matters  affecting  pension 
policy,  such  as  tax  deductibility  and  tax- sheltered 
vehicles. 
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Part  VI 

Economic  Considerations  for 
Retirement  Planning 


ECONOMIC    CONSIDERATIONS  FOR   RETIREMENT   PLANNING 

In  addition  to  assessing  the  cost  of  specific  retirement  income 
programs,  the  overall  cost  impl  ications  to  society  of  providing  income 
for  the  retired  population  must  be  considered .  We  must  consider  the 
capacity  of  the  economy  to  provide  for  all  the  income  commitments  made 
to  those  who  have  retired  and  those  who  will  retire  -  to  allocate  income 
from  the  productive  population  to  the  non-productive.  To  improve  the 
financial  position  of  the  elderly  will  require  an  increasingly  produc- 
tive economy  or  a  shift  in  income  distribution  in  favour  of  the  older 
population. 

The  Commission  studied  various  economic  issues  to  determine  how 
much   retirement   income  can  be  provided  and   through   which  mechanisms. 

Saving  and  Spending 

The  standard  of  living  in  retirement  depends  on  our  will  ingness  to 
postpone  consumption  in  total  and  per  capita.  While  saving  must  be 
balanced  with  spending ,  governments  must  ensure  that  a  desirable  minimum 
rate  of  saving  is  maintained  through  savings  incentives  such  as  tax 
deductibil ity  for  contributions  to  retirement  arrangements  as  well  as 
through  compulsory  programs  such  as  PURS.  Our  projections  show  that  the 
choice  of  strategies  should  favour   investment   rather    than    consumption. 

Investment  Return 

If  retirement  income  is  to  fulfil  ind ividual  and  public  policy 
expectations ,  it  must  represent  a  real  rate  of  return  on  capital  and  the 
return  of  that  capital  in  real  terms  (i.e.,  excluding  the  effect  of 
inflation) .      This   is  achieved   in  government  programs   through   the    Index- 
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ing  of  benefits,  and  in  employment  pensions  funds  by  rates  of  return 
of  2  to  3  per  cent  per  year  above  the  inflation  component .  Pension 
planners  must  make  adequate  provision  for  periods  of  low  returns  and 
potential  capital  depreciation.  Pension  plan  participants  should  not  be 
misled  by  optimistic  long-range  promises. 

Employment  Costs 

Increases  in  the  cost  of  labour,  unless  offset  by  improvements  in 
output,  can  have  a  negative  effect  on  investment  decisions  and  even- 
tually on  all  incomes.  Pension  promises  involve  a  long-term  labour  cost 
commitment.  If  these  costs  increase  unduly,  employers  will  be  less 
willing  to  undertake  pension  improvements.  Employers  and  employees 
should  be  encouraged  to  regard  the  provision  of  retirement  income  as  a 
high  priority   in  deciding    the  composition  of   the  compensation  package. 

Economic  Growth 

The  potential  level  of  retirement  income  will  be  determined  by  the 
total  amount  of  income  the  economy  is  able  to  generate  and  therefore 
share  among  its  inactive  members.  Real  economic  growth  is  basic  to  an 
increase  in  real  incomes.  If  consumption  rises  more  rapidly  than  GNP  or 
investment   the  growth  rate   will   decline. 

We  are  experiencing  at  this  time  economic  difficulties  including  a 
persistently  high  level  of  inflation,  a  rising  level  of  unemployment  and 
a  sluggish  rate  of  private  investment.  At  first  glance  any  additional 
cost  should  be  avoided  or  postponed .  Our  studies  show  that  the  Canadian 
economy  will  not  enjoy  high  rates  of  real  growth  in  the  next  10  years  or 
more.  Retirement  income  planning  must  accept  that  reality.  It  may 
therefore  not  be  possible  to  satisfy  all  expectations  for  retirement 
i ncome   immed lately. 

Economic  growth  must  be  encouraged  by  utilizing  the  capabil ities  of 
both   the  private   and  government   sectors. 


CONCLUSIONS 

The  following  points  should  be  taken  into  consideration  when  any 
planning  is  done  for  retirement  Income  provision.  To  ignore  any  of  them 
is  to  court  economic  consequences  which  the  Commission  believes  in  the 
long   run   are   unacceptable. 

1.  Without  any  improvement  in  existing  benefit  levels  or  design 
of  government  programs ,  OAS,  CIS  and  SA ,  and  GAINS,  demo- 
graphic trends  indicate  additional  costs  both  because  of 
longer  life  expectancies  and  the  trend  towards  a  greater 
proportion  of  women    surviving    into    retirement .      Continuing 
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inflation    and    benefit    indexing    also    mean    higher    costs    for 
existing   programs. 

2,  This  cost  burden  will  be  borne  easily  or  with  difficulty 
depending   on 

a)  the  size  of  the  work-force,  which  will  in  turn  be  affected 
by  birth  rates,  immigration  and  emigration  and  work-force 
participation   rates;   and 

b)  the  productivity  of  the  work-force  -  that  is,  its  ability 
to  provide  a  real  rate  of  growth  in  the  Gross  National 
Product » 

3,  Forecasts  for  real  growth  in  GNP  during  the  1980s  generally 
agree  that  growth  will  be  slow  and  will  not  return  to  the 
rates  of  growth  experienced  in  the  1960s,  Some  predict  zero 
growth  for   the   early   1980s. 

4,  Real  growth  in  GNP  is  dependent  in  large  measure  on  capital 
investment  which  is  fostered  by  long-term  savings .  To  the 
extent  that  government  increases  its  share  of  GNP  by  transfer 
payments  and  finances  its  deficit  through  personal  and  cor- 
porate income  taxes,  the  amount  of  GNP  available  for  long-term 
capital  investment  will  decrease,  and  with  it  the  productivity 
of  the  work-force  (the  measurement  of  real  growth  in  GNP). 
The  lower  the  productivity  the  greater  the  burden  of  existing 
programs  on   the   work-force. 

Government  Programs 

The  overall  effect  of  these  factors,  in  the  opinion  of  the  Commis- 
sion, is  to  create  a  climate  for  the  1980s  in  which  any  increases  in 
existing  government  programs  should  be  approached  with  great  caution.  It 
is  a  time,  the  Commission  believes,  when,  recognizing  that  our  resources 
for  these  programs  are  not  limitless ,  we  should  husband  those  resources 
and  live  with  the  realities  of  the  1980s.  Three  ways  of  doing  this  are 
clear   to   the   Commission: 

First:  Any  increases  in  existing  government  programs  should  be  allo- 
cated on  a  needs  basis  only.  This  means  that  the  OAS  need  not 
be  increased  on  a  universal  basis;  that  net  replacement  ratios 
are  an  essential  approach  in  assessing  needs;  and  that  indexing 
to   wages,   post-retirement ,    need   not   be   instituted . 

Second:  Any  improvements  in  government  programs  should  he  costed  on  a 
realistic  basis  to  reveal  in  detail  both  present  cost  and  pro- 
jected cost.  These  costs  must  then  be  set  into  the  framework 
of  the  share  of  GNP  required  to  cover  such  costs,  and  the 
effect   such  allocation   will    have  on  capital    investment .      Real 
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growth  in  GNP  should  be  monitored  with  care  to  assess  how  much 
can  be  set  aside  for  retirement  income  provision  both  from 
present   consumption  and  savings. 

An  example  of  a  policy  change  recommended  by  some  which  requires 
such  cost  assessment  is  the  lowering  of  the  age  at  which  government 
programs  are  made  available. 

A  most  cogent  example  is  found  in  the  Canada  Pension  Plan.  In- 
creasing the  CPP  is  advocated  by  many  as  a  quick,  efficient,  and  polit- 
ically feasible  answer  to  a  number  of  perceived  needs  for  retirement 
income.  The  Commission  has  examined  and  rejected  this  option.  The 
greatest  weakness  in  such  an  approach  lies  in  the  economic  consequences 
for  the  future.  Increasing  the  monies  available  to  government  for  these 
purposes  could  serve  to  fuel  more  inflation.  If  changes  can  be  made  to 
allocate  the  savings  into  capital  investment,  an  increase  in  saving 
could  result  in  real  growth  in  GNP.  However,  mechanisms  do  not  exist 
for  contrail ing  the  use  of  savings  in  the  CPP  over  the  long  run  to 
ensure   their   use  as  capital    investment   funds. 

Part  of  the  appeal  of  raising  the  level  of  CPP  benefits  is  the 
apparent  low  cost  of  doing  so.  Various  subsidies  have  been  available  in 
the  CPP  (such  as  full  pensions  after  only  10  years'  contributions)  which 
make  a  CPP  pension  look  inexpensive.  The  Commission  expects  some  upturn 
in  the  birth  rate  to  ease  the  intergenerational  burden  implicit  in  the 
funding  design  of  the  CPP.  However,  the  real  problem  arises  from  the 
single  fact  that  the  true  cost  of  CPP  benefits  is  obscured.  To  increase 
the  CPP  with  the  same  built-in  subsidies  is  only  to  continue  to  ignore 
true   costs. 

Continuing  or  increased  emphasis  on  the  position  of  the  CPP  in  a 
retirement  income  system,  so  long  as  the  cost-benefit  relationship 
is  not  equalized,  has  a  little- real  ized  effect  on  the  whole  field  of 
retirement  income  provision.  As  we  have  seen  in  Volumes  VI  and  VII,  the 
employment  pensions  provided  for  employees  of  the  public  sector  occupy 
a  very  large  part  of  employment  pension  provision.  Costs  of  these 
pensions  are  a  concern  of  the  Commission  and  of  the  public.  Nearly  all 
of  these  plans  are  integrated  with  the  CPP.  Any  increase  in  the  benefit 
structure  of  the  CPP  without  providing  for  payment  of  the  full  cost  of 
the  CPP  benefit  now  (i.e.,  full  funding)  would  result  in  a  lower  cost  to 
the  public  sector  for  the  portion  of  its  pension  promise  covered  by  the 
CPP.  The  result  would  be  to  obscure  further  the  cost  of  public  sector 
pension  promises. 

Finally,  in  simply  increasing  the  CPP  more  issues  are  raised  as  to 
how  much   inflation  protection   is  needed   and   how  it    is   to   be  handled. 

Third:        The   Government    of   Ontario    should    implement    the    mandatory 
retirement   savings  plan   (PURS). 
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The  PURS  plan,  while  requiring  a  long  time  to  mature,  will  imme- 
diately provide  funds  for  long-term  investment ,  allocated  through  the 
private  capital  markets.  The  additional  capital  investment  will  gener- 
ate real  growth  in  the  GNP,  The  government  will  be  required  to  borrow 
at  market  rates  rather  than  under  artificial  rules  set  up  under  the 
CPP.  Thus,  PURS  will  increase  real  earnings  before  retirement  and 
will  provide  the  resources  to  pay  pensions  after  retirement  built  on 
private  capital  investment.  PURS,  with  its  emphasis  on  employee  control 
of  investment  policy,  will  encourage  more  people  to  learn  about  the 
investment  process. 

PURS  puts  the  cost-benefit  relationship  in  clear  perspective .  If 
the  economy  prospers,  real  rates  of  growth  will  enhance  the  benefits 
accruing  under  the  PURS  plan.  Each  person  will  pay  for  his  or  her  own 
pension  and  will  also  benefit  from  his  or  her  own  contr ibutions .  At  the 
same  time,  the  fully-funded  basis  of  this  plan  with  its  money-purchase 
design  will  contribute  to  the  capacity  of  the  economy  to  grow  and  there- 
fore produce   the  promised   retirement   income. 

Employment  Pensions 

In  spite  of  the  almost  unprecedented  degree  of  economic  uncertainty 
which  faces  Canada  as  we  move  into  the  1980s,  it  is  necessary  that  we 
identify  and  attempt  to  deal  as  promptly  as  possible  with  the  income 
needs  of  the  elderly ,  and  take  steps  to  inaugurate  a  retirement  income 
system  that  will  progressively  improve  the  financial  security  of  the 
retired  population,   present  and  future. 

Consistent  with  that  aim,  the  Commission  has  arrived  at  a  strategy 
which  leaves  government  with  a  well-defined  role  of  ensuring  adequacy  of 
retirement  income  at  age  65,  and  the  private  sector  with  an  enlarged  and 
more  flexible  role  in  assisting  individuals  to  provide  for  continuation 
of  lifestyles  after   they   retire. 

The  mandatory  plan  will  enable  employers  to  ascertain  and  control 
pension  cost  and  provide  all  workers  with  pension  coverage  and  porta- 
bility. Other  retirement  arrangements  will  be  matters  for  indiv idual 
employers   and   employees. 
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Glossary  of  Pension  Terms 


Pension  plan  language  displays  a  great  variety  in  terms  and  usage 
from  one  occupation  or  firm  to  another,  and  often  among  different  pro- 
fessionals. Government  pension  programs  have  introduced  their  own  spe- 
cialized terminology,  including  new  or  special  meanings  for  old  terms. 
In  public  discussion  it  often  happens  therefore  that  two  different 
terms  are  used  interchangeably;  or  an  expression,  though  technically 
correct,  is  applied  in  a  manner  sufficiently  unusual  to  confuse  many 
readers  -  even,  on  occasion,  the  well-informed.  In  the  preparation  of 
its  report  the  Commission  has  made  every  effort  to  define  and  explain 
all  terms  used  as  and  when  they  occur  in  the  text.  It  was  thought 
useful,  however,  to  include  this  Glossary,  covering  as  many  as  possible 
of  the  specialized  words  and  phrases  occurring  in  the  report  itself  and 
likely  to  be  encountered  in  subsequent  discussion  of  pension  issues  at 
various  levels.  The  only  items  intentionally  omitted  are  those  not  in 
general  use  today,  or  for  which  an  adequate  definition  is  possible  only 
in  the  context  of  a  full  discussion,  as  is  the  case  with  some  actuarial 
and  legislative  expressions. 


ACCRUED  PENSION  -  Amount  of  pension  credited  to  a  plan  member  according 
to  service,  earnings,  etc.,  up  to  a  given  time. 


ACTUARIAL  ASSUMPTIONS  -  In  an  actuarial  valuation,  a  set  of  estimates  of 
future  developments  affecting  the  cost  of  benefits  to  be  provided 
under  a  pension  plan  (e.g.,  mortality,  salary  increases,  investment 
return,  employee  turnover,  retirement  ages). 


ACTUARIAL  EQUIVALENT  -  Result  of  a  calculation  used  to  reduce  or  in- 
crease the  amount  of  monthly  pension  payments  when  taken  in  a  form 
other  than  the  normal  form  of  benefit  -  at  a  different  age,  or  with 
different  survivor  conditions,  etc.  -  but  representing  the  same  total 
value  over  the  entire  term  of  the  expected  payments.   For  example,  a 
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life  pension  commencing  at  age  60  may  be  a  lower  monthly  amount  than 
one  starting  at  age  65  because  a  greater  number  of  monthly  payments 
are  expected;  it  is  said  to  be  the  actuarial  equivalent  of  the  age  65 
pension  when  the  present  value  is  the  same. 


ACTUARIAL  VALUATION  -  Examination  of  a  pension  plan  by  an  actuary  to  as- 
sess the  solvency  of  the  plan  and  determine  the  level  of  contributions 
required  to  maintain  its  solvency. 


ACTUARY  -  A  professionally  trained  specialist  in  the  pension  and  in- 
surance fields.  In  Canada,  full  professional  recognition  requires 
membership  in  the  Canadian  Institute  of  Actuaries. 


ADDITIONAL  VOLUNTARY  CONTRIBUTIONS  -  Contributions  to  a  pension  plan, 
made  voluntarily  by  an  employee  in  addition  to  those  required  for 
specific  plan  benefits.  Extra  benefits  are  purchased  by  the  addi- 
tional contributions  but  no  additional  cost  is  borne  by  the  employer. 


ADEQUACY  -  A  social  judgment  applied  to  determine  the  amount  of  income 
to  be  provided  through  government  programs  to  the  elderly  -  in  this 
report,  persons  aged  65  and  over.  As  used  in  Volume  I,  Chapter  6, 
adequacy  level  is  defined  as  the  amount  required  for  adequacy  in  1979 
for  persons  who  retired  at  the  end  of  1978;  and  adequacy  standard  is  a 
formula  for  determining  the  adequacy  level  in  siibsequent  years. 


AD  HOC  ADJUSTMENT  -  Amount  added  to  a  pension  after  retirement,  on  an 
irregular  basis  and  not  as  a  result  of  a  prior  commitment  or  contract. 
To  be  distinguished  from  indexing. 


AGE  DISTRIBUTION  -  Analysis  of  the  age  of  a  group  according  to  number  of 
members  in  each  age  class:   e.g.,  20-24,  25-29,  etc. 


AGE  PENSION  -  Term  used  to  distinguish  pensions  payable  on  account  of  a 
person's  age  from  those  payable  in  event  of  disability,  etc. 


AMORTIZATION  PERIOD  -  Period  of  years  over  which  payments  are  made  into 
a  pension  plan  to  meet  the  cost  of  benefits  that  have  not  been  fully 
funded.   (See  Unfunded  liability. ) 


ANNUITY  -  In  pension  terminology,  periodic  payments  (usually  monthly) 
provided  by  the  terms  of  a  contract  for  the  lifetime  of  an  individual 
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(the  annuitant);  may  be  a  fixed  or  varying  amount,  and  may  continue 
for  a  period  after  the  annuitant's  death.   See  Guaranteed  annuity; 

Joint  and  survivor  annuity;  Straight  life  annuity;  Level i  ncome 

option;  Participating  annuity;  Variable  annuity;  Normal  form  of 
benefit;  Optional  form  of  benefit. 


ANNUITY  RATE  -  Price  charged  by  an  issuer  of  annuities  to  provide  a 
dollar  of  annuity  (usually  per  month)  under  specified  conditions  to  an 
individual  based  on  the  person's  age,  interest  rates,  etc. 


AVAILABLE  INCOME  -  Total  dollar  value  of  money  income  and  other  benefits 
received  by  an  individual,  including  such  items  as  income  tax  credits 
and  free  health  plan  premiums.  (Term  used  in  discussion  of  Adequacy, 
Volume  I,  Chapter  6). 


AVERAGE  INDUSTRIAL  WAGE  -  The  Industrial  Composite  of  Wages  and  Salaries 
(weekly)  as  measured  by  Statistics  Canada  and  reported  in  Employment, 
Earnings  and  Hours  (Cat.  72-002).   Usually  cited  as  an  annual  average. 


BENEFICIARY  -  In  a  pension  plan,  a  person  who,  on  the  death  of  a  plan 
member  or  pensioner,  may  become  entitled  to  a  benefit  under  the  plan. 
(See  Survivor  benefits.  Death  benefits.) 


BENEFIT  -  Generally,  any  form  of  payment  to  which  a  person  may  become 
entitled  under  the  terms  of  a  plan;  often  refers  specifically  to  the 
normal  pension  provided  by  the  plan  formula. 


BENEFIT  FORMULA  -  Provision  in  a  pension  plan  for  calculating  a  member's 
defined  benefit  according  to  years  of  service,  earnings  (career  or 
final  average),  a  fixed  dollar  amount,  etc.  (See:  Flat  benefit; 
Career  average  benefit;  Final  average  benefit;  see  also:  Defined 
contribution  plan. ) 


BEST  EARNINGS  FORMULA  -  A  defined  benefit  formula  which  applies  the  unit 
of  benefit  credited  for  each  year  of  service  to  the  member's  average 
earnings  for  a  specified  period  of  highest  earnings  (e.g.,  best  five 
of  the  last  ten  years  of  service).  See  also:  Final  average  formula; 
final  earnings  formula. 


BRIDGING  SUPPLEMENT  -  A  supplemental  benefit  payable  in  addition  to 
regular  benefits  under  a  pension  plan  to  an  employee  who  retires 
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before  becoming  eligible  for  government  benefits,  but  ceasing  when  OAS 
or  CPP/QPP  benefits  are  payable  (or  offset  by  those  benefits). 


CAREER  AVERAGE  FORMULA  -  A  defined  benefit  formula  which  applies  the 
unit  of  benefit  to  earnings  of  the  member  in  each  year  of  service,  and 
not  to  final  or  final  average  earnings. 


CARRIER  -  General  term  used  to  refer  to  an  insurance  company,  trust 
company  or  other  financial  institution  with  responsibility  for  some  or 
all  functions  under  a  pension  plan. 


CASH  WITHDRAWAL  -  A  return  of  personal  pension  contributions  to  a  member 
whose  employment  is  terminated. 


CHILD-REARING  DROPOUT  -  Provision  in  Quebec  Pension  Plan  (and  Canada 
Pension  Plan,  subject  to  approval  of  provinces)  under  which  allowance 
is  made  for  months  in  which  no  (or  low)  contributions  were  made  while 
the  contributor  was  raising  children. 


COFIRENTES  +  -  Pension  review  committee  established  by  the  govern- 

ment  of  Quebec;  report  released  March  14,  1978.   (Comite  d  etude 

/                    /  f 

sur    le    financement   du   Regime    de   rentes    du    Quebec    et    sur    les  regimes 

supplementaires   de   rentes.) 


COMMUTED  VALUE  -  Amount  of  an  immediate  lump-sum  payment  estimated  to  be 
equal  in  value  to  a  future  series  of  payments.  See  also:  Present 
value. 


COMPOUND  INTEREST  -  Interest  credited  to  the  investor  at  a  specified 
rate  and  on  specified  dates,  and  added  to  the  principal  for  the 
purpose    of    subsequent   interest   calculations. 


COMPULSORY   PLAN   -  A   pension  plan   which   eligible   employees   must    join    as   a 
condition   of    employment. 


COMPULSORY  RETIREMENT  -  Provision  in  a  pension  plan,  collective  agree- 
ment or  employer's  rules  requiring  that  employee  must  retire  at  a 
certain    age   or   under   other    specified    conditions. 
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CONTINUOUS  SERVICE  -  Period  during  which  an  employee  is  continuously 
employed  by  the  same  employer;  may  be  defined  in  a  pension  plan  (or  by 
law)  so  as  to  include  certain  periods  of  absence,  and  service  with  an 
associated  or  predecessor  employer.  To  be  distinguished  from  Credited 
service. 


CONTRIBUTION  INTEGRATION  -  Provision  for  reducing  the  required  con- 
tributions to  a  pension  plan  by  contributions  prescribed  in  the 
Canada  Pension  Plan  (or  QPP).  To  be  distinguished  from  treatment  of 
contributions  in  Step-rate  integration. 


CONTRIBUTORY  PLAN  -  A  pension  plan  which  requires  the  employee  to  make 
contributions  by  payroll  deduction  in  order  to  qualify  for  benefits 
under  the  plan. 


COST  CERTIFICATE  -  The  certificate  of  an  actuary,  based  on  an  actuarial 
valuation,  setting  out  costs  and  contributions  required  under  an 
employment  pension  plan.  Under  pension  benefits  legislation  a  cost 
certificate  must  be  filed  when  a  plan  is  established  and  at  least 
every  three  years  thereafter,  and  when  the  plan  is  amended. 


CREDITED  SERVICE  -  Periods  of  employment  counted  in  calculating  amount 
of  pension;  may  also  be  a  basis  for  qualifying  for  a  particular  type 
of  benefit.   See  also:   Continuous  service. 


CREDIT  SPLITTING  -  See  Division  of  pension  credits  (CPP). 


CURRENT  SERVICE  -  Period  of  service  of  an  employee  after  becoming  a 
member  of  a  pension  plan.  Current  service  cost  usually  refers  to  the 
cost  of  benefits  credited  to  members  of  a  plan  in  a  given  year.  See 
also:   Past  service;  Unfunded  liability. 


DEATH  BENEFIT  -  A  lump  sum  (usually) ,  payable  from  a  pension  plan  to  the 
beneficiary  or  estate  of  a  member  who  dies  before  retirement.  May 
refer  to  a  payment  on  death  after  retirement.  See  also:  Survivor 
benefit;  Guaranteed  annuity;  Joint  and  survivor  annuity. 


DEFERRED  PROFIT  SHARING  PLAN  (DPSP)  -  Type  of  profit  sharing  plan  de- 
fined in  the  Income  Tax  Act,  often  used  as  a  defined  contribution 
pension  plan.  Employee  contributions  are  not  deductible  from  income 
for  tax  purposes.  See  also:  Profit  sharing  pension  plan;  Employees 
profit  sharing  plan. 
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DEFERRED  RETIREMENT  -  See  Postponed  Retirement. 


DEFERRED  VESTED  PENSION  (ANNUITY)  -  A  specified  pension  determined  at 
the  time  of  termination  of  employment  or  termination  of  a  plan  but  not 
payable  vintil  some  later  date,  usually  normal  retirement  age.  (See 
Vesting. ) 


DEFINED  BENEFIT  PLAN  -  A  plan  which  defines  the  pension  to  be  provided 
(based  on  service,  average  earnings,  etc.)  but  not  the  total  contri- 
butions. If  plan  is  contributory,  the  rate  of  employee  contributions 
may  be  specified,  with  the  employer  paying  the  balance  of  cost.  To  be 
distinguishe   from  defined  contribution  plan. 


DEFINED  CONTRIBUTION  (MONEY-PURCHASE)  PLAN  -  Plan  which  defines  contri- 
butions to  be  made  by  employer  and  employees,  but  not  the  benefit 
formula.  Accumulated  contributions  and  interest  are  used  to  purchase 
an  annuity  for  the  member.  To  be  distinguished  from  Defined  benefit 
plan. 


DEMOGRAPHIC  PROJECTION  -  An  estimate  of  the  future  size  and  composition 
of  the  population,  based  on  past  and  current  census  data  and  assump- 
tions as  to  birth  and  death  rates,  immigration,  etc. 


DEPENDENCY  RATIO  -  A  demographic  expression  of  the  economic  relationship 
of  the  population  outside  the  labour  force  to  those  in  the  labour 
force  in  a  given  year.  Term  may  refer  to  all  who  are  inactive  (in  the 
economic  sense)  or  just  those  considered  to  have  retired. 


DEPENDENT  CHILD'S  BENEFIT  -  Under  the  Canada  Pension  Plan  (or  QPP ) , 
a  monthly  amount  payable  to  each  dependent  child  of  a  disability 
pensioner  or  deceased  contributor. 


DEPOSIT  ADMINISTRATION  -  A  contract  with  an  insurance  ccxnpany  to  admin- 
ister a  pension  plan,  but  with  the  employer  responsible  for  solvency 
until  funds  are  used  to  purchase  annuities,  usually  at  the  time  of 
retirement.   (See  also:  Insured  plan. ) 


DISABILITY  PENSION  -  Pension  payable  to  an  employee  permanently  incapac- 
itated due  to  physical  or  mental  disability. 
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DISCOUNTED  COST  -  Present  value  of  benefits  payable  in  the  future, 
taking  into  account  estimates  of  future  investment  yield  and  the 
probability  that  plan  members  will  live  and  remain  in  the  plan  long 
enough    to   qualify    for   payment   of    benefits. 


DISPOSABLE    INCOME   -  Generally,    a  person's    income    from   all    sources,    minus 
income   taxes. 


DIVISION  OF  PENSION  CREDITS  -  Also  known  as  "credit  splitting,"  a 
provision  in  the  Canada  Pension  Plan  (and  QPP )  whereby  one  spouse,  on 
dissolution  of  marriage,  may  obtain  an  equal  division  of  pension 
credits   earned   by  one   or  both  partners   during   the  period  of   marriage. 


DROP-OUT  MONTHS  -  Under  the  Canada  Pension  Plan,  certain  low-earnings 
months  which  are  not  counted  in  calculating  average  contributory 
earnings   on   which   the    contributor's   pension    is    based. 


DUES-PAID  PLAN  -  Pensions  provided  for  members  of  a  trade  union,  fi- 
nanced entirely  by  regular  dues  payments,  without  participation  by 
employers. 


EARLY  RETIREMENT  -  Provision  in  a  pension  plan  for  retirement  earlier 
than  the  normal  pension  age.  The  amount  of  pension  credited  under  the 
plan  formula  may  be  reduced  according  to  the  member's  attained  age;  or 
an  unreduced  pension  may  be  payable  if  a  specified  service  condition 
(e.g.,    30   years)    has   been   met.       (See    also:       Special    retirement.) 


EARNINGS  -  A  person's  money  income  from  employment  or  self-employment; 
usually  excludes  such  forms  of  income  as  rents  or  bond  interest.  In 
some  pension  plans  certain  bonuses,  sick  pay,  etc.,  may  be  excluded  in 
calculating   benefits. 


EARNINGS    CEILING   -   See   Year's   Maximum  Pensionable  Earnings. 


EARNINGS -RELATED  PLAN  -  Any  plan  with  a  benefit  formula  based  on  earn- 
ings (as  opposed  to  a  Flat  benefit  plan).  Includes  Career  average  and 
Final    average  plans. 


EARNINGS  TEST  -  A  form  of  retirement  test  in  which  eligibility  for 
a  specified  pension  or  supplement  is  determined  on  the  basis  of  a 
person's    earnings    during   a   certain   period. 
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ELIGIBILITY  REQUIREMENT  -  A  condition  such  as  age  or  length  of  service 
that  must  be  met  before  an  employee  is  permitted  or  required  to  join  a 
pension  plan.   (Term  may  refer  to  eligibility  for  certain  benefits.) 


EMPLOYEE-PAY-ALL  PLAN  -  Any  pension  or  retirement  savings  plan  that  is 
organized  for  or  by  a  group  of  employees  but  is  not  financed  by  an 
employer.   See  also:   Dues-paid  plan. 


EMPLOYEES  PROFIT  SHARING  PLAN  (EPSP)  -  A  plan,  defined  in  the  Income  Tax 
Act,  under  which  employer  contributions  must  be  declared  as  income  by 
the  employee,  and  employee  contributions  are  not  deductible.  Benefit 
payments  out  of  the  fund  are  generally  tax-free.  See  also:  Deferred 
profit  sharing  plan;  Profit  sharing  pension  plan. 


EMPLOYMENT  PENSION  PLAN  -  A  pension  plan  offered  by  an  employer  or 
supported  by  a  group  of  employers  for  the  benefit  of  employees.  As 
used  in  this  report,  the  term  includes  plans  covering  employees  of 
governments  and  public  agencies  but  does  not  include  the  Canada 
Pension  Plan  or  other  public  programs. 


ENTRY  AGE  NORMAL  -  A  costing  method  used  in  arriving  at  a  level  premium 
cost  for  a  group.  It  bases  costs  on  the  average  career  of  employees 
from  an  assumed  average  age  of  entry  into  the  the  plan  to  normal 
retirement  age.   (See:   Level  premium.  Single  premium. ) 


EXCESS  EARNINGS  -  In  discussion  of  inflation,  earnings  from  investments 
of  a  pension  fund  in  excess  of  an  assumed  or  expected  rate  of  return. 


EXPERIENCE  DEFICIENCY  -  An  unfunded  liability,  revealed  by  an  actuarial 
review  of  a  pension  plan,  resulting  from  a  difference  between  actual 
experience  (investment  earnings,  salary  levels,  etc.)  and  assumptions 
made  at  the  time  of  a  previous  valuation. 


FINAL  AVERAGE  (EARNINGS)  FORMULA  -  A  defined  benefit  formula  which 
applies  the  unit  of  benefit  credited  for  each  year  of  service  to  the 
member's  average  earnings  for  a  specified  number  of  years  just  before 
retirement.   See  also:   Final  earnings  formula;  Best  earnings  formula. 


FINAL  EARNINGS  F0RI4ULA  -  A  defined  benefit  formula  which  applies  the 
unit  of  benefit  credited  for  each  year  of  service  to  the  member's 
final  salary  rate  or  annual  earnings  immediately  before  retirement. 
See  also:   Final  average  formula;  Best  earnings  formula. 
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FINAL  PAY  PLAN  -  Term  commonly  used  for  any  pension  plan  whose  benefits 
are  based  on  earnings  in  a  member's  last  years  of  service.  See: 
Final    average    formula;    Final    earnings    formula;    Best   earnings    formula. 


FLAT  BENEFIT  FORMULA  -  A  defined  benefit  formula  which  specifies  a 
dollar  amount  of  pension  to  be  credited  for  each  year  of  service. 
Term   should  be   distinguished    from   Flat   rate  pension. 


FLAT  RATE  PENSION  -  A  defined  benefit  expressed  as  a  dollar  amount  of 
monthly  pension,  not  related  to  service  or  earnings,  but  paid  on 
retirement  after  meeting  certain  qualifying  conditions.  See  for 
example,    Old  Age   Security. 


FULLY  FUNDED  -  Term  describing  a  plan  which,  at  a  given  time,  has 
sufficient  assets  to  provide  for  all  pensions  and  other  benefits  in 
respect   of   service  up   to   that   date. 


FUNDED    RATIO    -   Ratio    of    the    assets   of    a   pension  plan    to    its    liabilities. 


FUNDING  -  Systematic  payments  into  a  fund  which,  with  investment  earn- 
ings, are  expected  to  provide  for  all  pensions  and  other  benefits 
as  they  become  payable.  See:  Fully  funded;  Provisionally  funded; 
Terminal    funding. 


FUTURE  SERVICE  BENEFIT  -  Term  used  to  refer  to  a  current  service  benefit 
formula  that  differs  from  that  for  past  service.  See  also:  Current 
service;    past   service. 


GAINS    -   See   Guaranteed  Annual   Income   System. 


GOING  CONCERN  BASIS  -  Refers  to  the  assumption,  when  making  an  actu- 
arial valuation,  that  the  pension  plan  will  continue  in  operation 
indefinitely. 


GOVERNMENT  PROGRAM  -  Any  legislative  program  under  which  benefits 
(pensions,  income  supplements,  etc.)  are  provided  by  a  government  in 
its  role  as  government  rather  than  its  role  as  an  employer;  e.g..  Old 
Age   Security,    Canada   Pension   Plan,    Guaranteed    Income    Supplement. 
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GROUP  ANNUITY  -  A  contract  under  which  an  insurance  company  agrees  to 
provide  retirement  pensions  to  members  of  a  group. 


GUARANTEED  ANNUAL  INCOME  SYSTEM  (GAINS)  -  An  Ontario  government  program 
providing  monthly  income  supplements  to  certain  needy  residents,  based 
on  a  guaranteed  amount  of  annual  total  income.  "GAINS-A"  benefits 
apply  to  those  aged  65  and  over;  "GAINS-D"  benefits  are  for  the  blind 
and  disabled. 


GUARANTEED  ANNUITY  -  An  annuity  which  will  be  paid  for  the  lifetime  of  a 
person,  but  in  any  event  for  a  minimum  period;  e.g.,  if  annuity  is 
guaranteed  for  five  years  and  the  annuitant  dies  after  three  years, 
payments  will  be  continued  to  a  beneficiary  or  the  estate  for  two 
years.   See  also:   Survivor  benefit. 


GUARANTEED  INCOME  SUPPLEMENT  (GIS)  -  A  monthly  payment  under  the  federal 
Old  Age  Security  Act  to  needy  recipients  of  the  OAS  pension,  based 
on  a  guaranteed  minimum  income  amount.  See:  Old  Age  Security; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INCOME  (PERSONAL)  -  Generally,  all  monies  received  by  or  credited 
to  a  person;  may  be  defined  to  include  receipt  of  certain  goods  or 
services,  as  well  as  non-earned  income  (interest,  rents,  etc.).  For 
purposes  of  income  tax  and  government  support  programs  some  forms 
of  income  may  be  excluded;  or  certain  deductions  may  be  allowed  in 
computing  net  income. 


INCOME  SUPPLEMENT  -  A  regular  payment  made  to  a  person,  usually  on  the 
basis  of  need  or  other  special  circumstances,  in  addition  to  other  in- 
come such  as  earnings  or  pensions.  See:  Guaranteed  Income  Supplement; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INCOME  TEST  -  Method  by  which  the  income  of  a  person  or  family  is  taken 
into  account  in  determining  eligibility  for  (or  amount  of)  a  payment 
under  a  government  program.  See:  Guaranteed  Income  Supplement; 
Guaranteed  Annual  Income  System  (GAINS);  Spouse's  Allowance. 


INDEXING  -  Provision  for  periodically  adjusting  a  benefit  amount  (usu- 
ally after  retirement)  according  to  a  formula  based  on  a  recognized 
index  of  price  or  wage  levels,  e.g,  the  Consumer  Price  Index.  To  be 
distinguished  from  Ad  hoc  adjustment. 
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INDIVIDUAL  ANNUITY  -  Annuity  purchased  for  an  individual  and  held  in 
trust  by  the  employer  until  the  person's  retirement.  Plan  may  be 
referred  to  as  a  pension  trust. 


INFLATION  TAX  CREDIT  -  A  system  of  tax  credits  recommended  in  Volume  II, 
Chapter  10,  to  offset  a  portion  of  inflation  cost  for  retired  persons. 


INITIAL  UNFUNDED  LIABILITY  -  See  Unfunded  liability. 


INSURED  PENSION  PLAN  -  A  plan  in  which  all  benefits  are  purchased  from 
and  guaranteed  by  an  insurance  company  as  contributions  are  received. 


INTEGRATION  -  Provision  in  a  pension  plan  which  relates  plan  contribu- 
tions and/or  benefits  to  those  of  a  government  pension  program,  e.g., 
Canada  Pension  Plan.  Not  to  be  confused  with  Level  income  option. 
See  also:  Contribution  integration;  Step-rate  integration;  Offset 
integration;  Bridging  supplement. 


INVESTMENT  RETURN  (YIELD)  -  Earnings  of  a  pension  fund  including  inter- 
est on  fixed  income  securities  (bonds,  mortgages,  etc.)  dividends, 
capital  gains,  etc. 


JOINT  ADMINISTRATION  -  Provision  for  a  union-management  committee  or 
board  to  assume  supervisory  functions  relating  to  a  pension  plan.  May 
include  provisions  for  final  and  binding  settlement  of  disputes. 


JOINT  AND  SURVIVOR  ANNUITY  -  An  annuity  payable  until  the  death  of  the 
retired  employee,  and  continuing  thereafter  to  the  surviving  widow  or 
widower  until  that  person's  death.  Commonly  provided  as  an  option  at 
the  time  of  retirement;  may  be  available  as  a  level  amount  or  with 
reduction  when  one  annuitant  dies.   See  also:   Survivor  benefit. 


LEVEL  INCOME  OPTION  -  Also  referred  to  as  a  "notched"  option:  provision 
for  employee,  at  time  of  retirement,  to  elect  an  increased  pension, 
subject  to  a  reduction  by  a  specified  amount  when  the  retiree  becomes 
eligible  for  pension  under  a  government  program.  To  be  distinguished 
from  integration. 


LEVEL  PREMIUM  FUNDING  -  Funding  method  in  which  equal  annual  payments, 
per  employee  or  a  percentage  of  payroll,  are  contributed  to  a  pension 
fund  over  the  estimated  working  life  of  employees  in  a  pension  plan  to 
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fund  all  benefits  under  the  plan.   To  be  distinguished  from  single 
premium  funding. 


LIFE  EXPECTANCY  -  Number  of  years  a  person  of  given  sex  and  age  is 
expected  to  live,  based  on  statistics  of  mortality.  See:  Mortality 
table. 


LOADING  -  An  amount  added  to  the  estimated  cost  of  a  pension  plan  to 
provide  for  expenses  of  a  variable  or  minor  nature;  e.g.,  special 
retirement  pensions,  trustee  fees. 


LOCKING-IN  -  Requirement  under  legislation  that  pension  contributions 
made  after  a  certain  date  cannot  be  withdrawn  or  otherwise  forfeited 
if  the  employee  on  termination  of  employment  has  attained  a  certain 
age  or  has  completed  a  certain  period  of  service  or  plan  membership. 
See  Vesting. 


MANDATORY  PENSION  PLAN  -  An  employment  pension  plan  which  employers  are 
required  by  law  to  establish  and  maintain  for  their  employees.  See 
also:   Provincial  Universal  Retirement  System  (PURS). 


MANDATORY  RETIREMENT  -  See  Compulsory  retirement. 


MAXIMUM   PENSIONABLE    EARNINGS    -  See   Year's   Maximum  Pensionable    Earnings 
(YMPE). 


MEANS  TEST  -  Method  by  which  a  person's  assets  as  well  as  income  are 
taken  into  account  in  determining  eligibility  for  or  amount  of  payment 
under    a   government   program.      See    Old  Age   Pensions. 


MINIMUM  WAGE  -  Lowest  rate  of  pay  an  employer  may  pay  to  an  employee 
according  to  applicable  minimum  wage  legislation  (provincial  or 
federal) . 


MONEY-PURCHASE    PLAN    -   See    Defined   contribution  plan. 


MORBIDITY   RATES    -  Statistics    showing   the    incidence   of    specific    physical 
and   mental    ailments    in    large    groups,    by   age,    sex,    occupation,    etc. 
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MORTALITY  TABLE  -  A  table  showing  expected  rates  of  death  at  various 
ages  for  people  born  in  various  periods.  Used  by  actuaries  to  arrive 
at  mortality  assumptions  when  estimating  the  cost  of  pensions  for  a 
group.  Term  unisex  is  used  when  mortality  estimates  for  males  and 
females   are   combined    in    a    single    table. 


MULTI-EMPLOYER  PLAN   -  A   pension  plan   covering   anployees   of   more   than  one 
employer,    usually   by   agreement   with   a   union   or    group   of    unions. 


NEEDS  TEST  -  Method  of  assessing  a  person's  or  family's  expenditure 
requirements  (shelter,  food,  fuel,  etc.)  in  relation  to  other  income 
or  means,  to  determine  amount  of  income  support  to  be  provided  under  a 
government  program  (e.g.,  in  most  provincial  family  benefit  progreims). 
See   also:      Income  test;    Means   test. 


NET  REPLACEMENT  RATIO  -  Measurement  of  adequacy  of  retirement  income  by 
relating  it  to  income  immediately  before  retirement,  taking  into 
account   income   taxes,    tax   credits,    etc. 


NON-CONTRIBUTORY   PLAN    -  A   pension    plan    in    which    all    required    contri- 
butions  are   made   by   the    employer. 


NON-PENSION  BENEFIT  -  Any  benefit  or  privilege  provided  by  governments 
or  private  organizations  to  retired  persons;  e.g.,  employer-paid  life 
insurance;  free  prescription  drugs;  reduced  fares  for  transportation; 
subsidized   housing. 


NORMAL  COST  -  Amount  of  annual  contribution  required  to  pay  for  the 
current  service  cost  of  a  pension  plan.  Term  usually  refers  to  a 
level  premium,  based  on  a  "normal"  age  assumption  (e.g.,  entry  age 
normal ) . 


NORMAL  FORM  OF  BENEFIT  -  Amount  and  other  features  of  the  annuity 
(pension)  payable  on  retirement  unless  the  plan  member  elects  an 
optional    form  of    benefit. 


NORMAL  PENSION  -  Amount  of  pension,  according  to  the  benefit  formula,  to 
which  an  employee  is  or  would  be  entitled  on  reaching  normal  retire- 
ment age,  based  on  earnings  and/or  service.  See  also:  Benefit 
formula;    Early   retirement. 
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NORMAL  RETIREMENT  AGE  -  The  age  specified  in  a  pension  plan  at  which 
employees  are  expected  to  retire;  may  be  the  earliest  age  at  which  an 
unreduced  pension  is  payable.  See  also:  Early  retirement;  Normal 
pension. 


OFFSET  -  Generally,  the  amount  of  one  type  of  benefit  used  to  reduce  the 
amount  of  another  benefit  payable  to  a  person,  e.g.,  a  disability 
pension  where  disability  insurance  benefits  are  provided  by  the  same 
employer.  For  reference  to  government  pension  programs,  see  Offset 
integration. 


OFFSET  INTEGRATION  -  Provision  in  a  pension  plan  for  directly  reducing  a 
plan  benefit  by  all  or  a  portion  of  pensions  payable  to  the  indi- 
vidual from  a  government  program.  See  also:  Step-rate  integration; 
Contribution  integration. 


OLD  AGE  PENSIONS  -  Usually  refers  to  pensions  formerly  paid  under  a 
federal  statute  to  aged  residents  who  could  qualify  under  a  means 
test.   (Program  replaced  in  1952  by  the  Old  Age  Security  Act). 


OLD  AGE  SECURITY  (OAS)  -  Federal  program  providing  a  universal,  flat 
rate  pension  to  all  residents  aged  65  and  over,  regardless  of  need; 
also  provides  income-tested  supplements:  see  Guaranteed  Income 
Supplement,  Spouse's  Allowance. 


OPTIONAL  FORM  OF  BENEFIT  -  Form  of  annuity  which  a  plan  member  may  elect 
on  retirement,  differing  from  the  normal  form  of  benefit  in  amount  and 
other  conditions  but  of  actuarially  equivalent  value.  See  also: 
Guaranteed  annuity;  Joint  and  survivor  annuity;  Straight  life  annuity; 
Level  income  option;  Participating  annuity;  Variable  annuity. 


PARTICIPATING  ANNUITY  -  A  form  of  annuity  in  which  the  contractual 
amount  of  regular  payments  may  be  increased  to  reflect  investment 
returns  that  are  higher  than  originally  assumed.  (To  be  distinguished 
from  Variable  annuity. ) 


PAST  SERVICE  -  Period  of  service  of  an  employee  before  becoming  a  member 
of  a  pension  plan.  Term  may  be  used  to  define  certain  benefits  that 
differ  from  those  for  current  service  (future  service).  See  also: 
Current  service;  Future  service;  Unfunded  liability. 
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PAY-AS-YOU-GO  PLAN  -  Term  used  for  benefits  that  are  not  funded  except 
as  and  v^en  they  are  paid  to  individuals;  i.e.,  payment  is  made  from 
current  revenue  or  other  sources  outside  the  plan  as  such. 


PENSION  -  Generally,  any  regular  periodic  payment  to  a  person  who  has 
retired  from  the  service  of  an  employer  or  has  met  certain  age  or 
other  conditions  for  payments  under  a  government  pension  program.  See 
also:  Annuity. 


PENSION  FORMULA  -  See  Benefit  formula. 


PENSIONABLE  EARNINGS  -  Defined  portion  of  an  individual's  total  earn- 
ings, used  in  calculating  pension  entitlement  (e.g.,  excluding  certain 
bonuses).  See  also:  Year's  Maximum  Pensionable  Earnings  (YMPE)  - 
term  used  in  Canada  Pension  Plan. 


PENSION  BENEFITS  LEGISLATION  -  Laws  and  regulations  under  which  employ- 
ment pension  plans  must  be  registered  and  meet  prescribed  standards 
relating  to  vesting,  solvency,  investments,  etc.  In  Ontario,  the 
Pension  Benefits  Act. 


PENSION  BOARD  (COMMITTEE)  -  Group  of  persons  designated  according  to  the 
terms  of  a  pension  plan  to  oversee  various  administrative  functions. 
Members  may  be  trustees  of  the  plan. 


PENSION  COMMISSION  OF  ONTARIO  -  Commission  responsible  for  administering 
the  Pension  Benefits  Act. 


PENSION  PLAN  -  A  plan  organized  and  administered  to  provide  a  regular 
income  for  the  lifetime  of  retired  members;  other  benefits  that  may  be 
provided  include  payments  on  permanent  disability,  death,  etc.  See 
also:   Annuity. 


PENSION  TRUST  -  See  Individual  annuity. 


PLAN  TERMINATION  -  Discontinuance  of  an  employment  pension  plan,  vol- 
untary or  involuntary  (e.g.,  as  in  bankruptcy);  wind-up  procedure 
regulated  by  pension  benefits  legislation.   See  also:   Priorities. 
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POOLED  FUND  -  Funds  of  two  or  more  pension  plans,  held  by  a  financial 
institution  and  combined  for  investment  purposes  in  a  single  fund, 
each  plan  sharing  rateably  in  the  net  income  from  investments. 


POOLING  -  In  pension  plans,  term  used  to  describe  any  method  by  which 
certain  risks  or  costs  are  shared  by  all  members  of  a  group,  and 
certain  group  advantages  are  gained.  (Term  may  also  refer  to  a  method 
of  fund  investment;  see:   Pooled  fund) . 


PORTABILITY  -  Extent  to  which  an  individual  is  provided  on  retirement 
with  pension  income  which  recognizes  all  periods  of  employment  with 
various  employers.   See  also:   Vesting. 


POSTPONED  (LATE)  RETIREMENT  -  Retirement  of  a  member  later  than  the  time 
prescribed  for  normal  retirement. 


PRESENT  VALUE  -  Amount  of  money  which,  if  invested  today  at  a  given  rate 
of  compound  interest  would  provide  a  defined  benefit  commencing  at  a 
specified  future  date. 


PRIORITIES  (PLAN  TERMINATION)  -  A  set  of  rules,  in  an  employment  pension 
plan  or  legislation,  under  which  the  assets  of  a  plan  that  is  discon- 
tinued are  allocated  among  members  and  beneficiaries  to  provide  as  far 
as  possible  for  all  accrued  benefits. 


PRIVATE  PENSION  PLAN  -  See  Employment  pension  plan. 


PRIVATE  SECTOR  PLAN  -  An  employment  pension  plan  offered  by  an  employer 
or  by  employers  and  unions  (multi-employer  plan)  in  the  private 
sector. 


PROFIT  SHARING  PENSION  PLAN  (PSPP)  -  Type  of  plan  defined  in  the  Income 
Tax  Act:  money-purchase,  with  employer's  contribution  expressed  as  a 
share  of  profits  but  subject  to  a  minimum  annual  amount  equal  to  1  per 
cent  of  member's  earnings.  See  also:  Defined  contribution  plant- 
Deferred  profit   sharing  plan;    Employees   profit   sharing  plan. 


PROVINCIAL  UNIVERSAL  RETIREMENT  SYSTEM  (PURS)  -  Mandatory  pension 
plan  to  be  provided  by  all  employers,  as  recommended  in  this  report 
(Volume    II,    Chapter    12). 
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PROVISIONALLY  FUNDED  -  In  pension  benefits  legislation,  term  used  to 
describe  a  pension  plan  that  is  not  fully  funded  but  is  "solvent"  - 
i.e.,  current  service  costs  are  being  met  year  by  year,  and  special 
payments  are  being  made  to  amortize  all  unfunded  liabilities. 


PUBLIC  PENSION  PROGRAM  (PLAN)  -  Also  referred  to  as  "government  pro- 
gram." A  legislative  program  providing  pension  benefits  from  the 
government  in  its  role  as  a  government  rather  than  its  role  as  an 
employer;  e.g..  Old  Age  Security,  Canada  Pension  Plan.  To  be  dis- 
tinguished from  Public  sector  plan. 


PUBLIC  SECTOR  PLAN  -  An  employment  pension  plan  offered  by  an  employer 
in  the  public  sector,  covering  civil  servants,  teachers,  municipal 
employees,  etc.  (As  used  in  Volumes  VI  and  VII,  term  refers  to  such 
plans  in  Ontario  only).  Not  to  be  confused  with  Public  pension 
program. 


REGISTERED  PENSION  PLAN  -  An  employment  pension  plan  accepted  for 
registration  for  tax  purposes  under  the  Income  Tax  Act,  and/or  for 
registration  under  applicable  pension  benefits  legislation. 


REGISTERED  RETIREMENT  INCOME  FUND  (RRIF)  -  Form  of  investment  vehicle 
permitted  under  the  Income  Tax  Act  for  funds  an  individual  has  accumu- 
lated in  a  Registered  Retirement  Savings  Plan  that  has  "matured." 


REGISTERED  RETIREMENT  SAVINGS  PLAN  (RRSP)  -  A  personal  retirement  sav- 
ings plan,  defined  in  the  Income  Tax  Act,  under  which  tax  is  deferred 
on  contributions  and  investment  income  until  received  as  annuity 
payments. 


REMARRIAGE  CLAUSE  -  Provision  for  a  surviving  spouse's  pension  to  be 
discontinued  if  he  or  she  remarries;  may  include  provision  for  renewal 
of  payments  if  that  marriage  is  later  terminated. 


REPLACEMENT  INCOME  -  Regular  payments  (e.g.,  a  pension)  from  a  program 
whose  purpose  is  to  replace  income  which  the  individual  previously 
obtained  from  employment.   See:   Net  replacement  ratio. 


RETIRED  LIVES  FUND  -  In  a  trusteed  pension  plan,  a  segregated  group  of 
assets  representing  the  value  of  all  benefits  for  those  who  have 
retired  under  the  plan;  excess  earnings  of  these  assets  may  be  avail- 
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able   to    increase    the    amounts   of   monthly    pension    payable.       See    also; 
Participating  annuity. 


RETIREMENT  -  Withdrawal  from  the  active  work-force  because  of  age;  may 
also  be  used  in  the  sense  of  permanent  withdrawal  from  the  labour 
force   for   any   reason,    including    disability. 


RETIREMENT  INCOME  -  Income  from  pensions  and  other  sources,  to  which 
a  retired  person  is  entitled.  Term  may  include  both  private  and 
pxablic  pension  payments,  income  from  personal  savings,  government 
income  supplements,  and  imputed  income  (e.g.,  free  health  insurance 
premiums) . 


RETIREMENT  TEST  -  Under  a  government  program  or  onployment  pension  plan, 
a  method  of  determining  that  a  person  has  actually  left  the  labour 
force   and    so    qualifies    for    a    specified   pension   or    supplement. 


RETURN   OF    CONTRIBUTIONS    -   See    Cash   withdrawal. 


SALARY  SCALE  -  In  pension  costing,  an  estimate  of  future  increases 
in  wages  and  salaries  of  plan  members  whose  benefits  are  based  on 
earnings. 


SEGREGATED  FUND  -  Assets  of  a  pension  plan  held  by  an  insxirance  company 
for  investment  management  only;  funds  are  segregated  from  assets  of 
the  insurance  company,  and  principal  and  interest  are  not  guaranteed. 
To  be  distinguished  from  Insured  pension  plan  and  Deposit  adminis- 
tration.     See    also:      Trusteed  pension  plan. 


SELF -ADMINISTERED    PLAN    -   See    Trusteed  pension   plan. 


SINGLE  PREMIUM  FUNDING  -  Funding  method  in  which  current  service  cost  is 
the  present  value  of  benefits  provided  under  the  plan  for  service 
during  the  current  year.  To  be  distinguished  from  Level  premium 
funding.      See    also:      Current   service   cost. 


SOCIAL  SECURITY  -  Term  used  to  refer  to  a  system  of  government  programs 
providing  for  income  security  of  individuals,  especially  the  aged, 
disabled,  etc.  In  Canada,  the  term  as  applied  to  the  elderly  usually 
includes   Old   Age    Security,    income    supplements    (federal    and    provin- 
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cial),  the  Canada  and  Quebec  Pension  Plans;  may  include  other  income 
support  programs. 


SOLVENCY  -  In  a  pension  plan,  the  ability  of  the  plan  to  meet  its  pres- 
ent and  future  obligations;  the  adequacy  of  provisions  for  funding. 


SPECIAL  RETIREMENT  -  Term  used  in  some  pension  plans  for  conditions 
under  which  an  employee  may  retire,  usually  with  a  normal  pension,  in 
certain  exceptional  circumstances,  e.g.,  job  redundancy.  Term  may  be 
used  in  the  broader  sense  of  any  provision  for  retirement  on  a  normal 
(unreduced)  pension  earlier  than  normal  retirement  age. 


SPLIT  FUNDING  -  Practice  whereby  a  non-insured  pension  plan  purchases  an 
annuity  (i.e.,  an  insured  benefit)  for  each  member  at  the  time  of 
retirement,  instead  of  making  monthly  payments  directly  from  the 
pension  fund. 


SPOUSE'S  ALLOWANCE  -  Under  the  Old  Age  Security  Act,  a  monthly  payment, 
based  on  family  income,  payable  to  the  spouse  aged  60  to  65  of  an  OAS 
pensioner.  See  also:  Old  Age  Security;  Guaranteed  Income  Supplement; 
Guaranteed  Annual  Income  System  (GAINS);  Income  test. 


STACKING  -  Term  sometimes  used  for  a  pension  design  in  which  there 
is  no  integration:  that  is,  plan  contributions  and  benefits  are  not 
related  to  those  in  any  government  pension  program.   See  Integration. 


STEP-RATE  INTEGRATION  -  Provision  in  a  pension  plan  for  different  rates 
of  contributions  and  benefit  accrual  in  respect  of  an  enployee's  earn- 
ings below  and  above  the  YMPE  (earnings  ceiling)  of  the  Canada/Quebec 
Pension  Plan. 


STRAIGHT  LIFE  ANNUITY  -  An  annuity  which  is  payable  only  during  the 
lifetime  of  the  annuitant;  i.e.,  is  not  guaranteed  to  be  paid  for  a 
minimum  period  and  no  part  of  which  is  payable  to  another  person  after 
the  annuitant's  death.   See  also:   Optional  form  of  benefit. 


SURVIVING  SPOUSE'S  PENSION  -  A  monthly  benefit  payable  under  a  pension 

plan  to  the  surviving  spouse  of  a  deceased  employee  or  pensioner; 

usually  refers  to  a  benefit  other  than  payments  under  a  guaranteed 

annuity  or  joint  and  survivor  annuity. 
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SURVIVOR  BENEFIT  -  Generally,  any  benefit  payable  under  a  pension  plan 
to  the  surviving  spouse  or  dependent  of  a  plan  member  who  dies  before 
or  after  retirement.  See  also:  Surviving  spouse's  pension;  Guaran- 
teed annuity;    Joint   and   survivor   annuity;    Death   benefit. 


TAX-BACK  -  Term  commonly  used  for  a  reduction  in  amount  of  a  person's 
income  supplement  because  of  income  (of  the  individual  or  family)  from 
other    sources. 


TAX  CREDIT  -  Provision  for  a  reduction  of  income  tax  payable  (not  a 
deduction  from  taxable  income)  by  an  amount  of  other  taxes  payable  or 
a  portion  of  housing  or  other  expenses  of  the  taxpayer;  e.g.,  Ontario 
Tax  Credits.  Tax  credit  is  said  to  be  "refundable"  if  it  is  payable 
to   a  person   with   no    taxable    income. 


TAX-DEDUCTIBLE  -  Refers  to  a  type  or  amount  of  income  which  may  be 
deducted  from  a  person's  total  income  in  computing  net  or  taxable 
income;  e.g.,  registered  pension  plan  contributions;  pension  income 
(up   to   $1,000  per    year).      See    also:      Tax   credit. 


TAX  DEFERRAL  -  Provision  in  the  Income  Tax  Act  whereby  certain  pension 
and  similar  contributions  are  tax-deductible  and  employer  contri- 
butions and  investment  income  are  not  included  in  a  member's  current 
taxable  income;  but  benefit  payments  are  considered  income  for  tax 
purposes    in    the    year    in   v^ich   they   are   received. 


TAX  SHELTER  -  Generally,  any  savings  arrangement  entitled  to  tax  de- 
ferral and  therefore  involving  the  probability  that  payments  when 
received  by  the  individual  will  be  taxable  at  a  lower  rate  than  would 
apply   in    the    year    the    income   was    first   received   or   credited. 


TERM   CERTAIN   ANNUITY    -  See   Guaranteed   annuity. 


TERMINAL  FUNDING  -  Method  of  funding  whereby  monies  required  to  provide 
a  member's  pension  are  paid  into  the  fund  or  used  to  purchase  an 
annuity  only  at  the  time  of  retirement,  and  not  regularly  over  the 
period  of  employment.  (This  method  is  not  permitted  under  pension 
benefits   legislation.) 


TERMINATION   OF    EMPLOYMENT    -   Severance    of    the    employment    relationship    for 
any   reason   other    than   death   or   retirement. 
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TERMINATION  RATES  -  In  pension  costing,  the  observed  or  estimated 
rate  of  termination  of  employment  for  reasons  other  than  death  and 
retirement. 


TRUST  AGREEMENT  (OR  DEED)  -  An  agreement  setting  out  the  duties  and 
responsibilities  of  a  trustee  or  trustees  under  a  pension  plan. 


TRUSTEED  PENSION  PLAN  -  An  employment  pension  plan  whose  funds  are  held 
and  invested  by  trustees,  and  the  plan  sponsor  is  responsible  for 
making  sufficient  contributions  to  maintain  the  plan's  solvency. 
Benefits  are  not  insured  except  to  the  extent  annuities  are  purchased 
(see  Split  funding). 


TURNOVER  -  See  Termination  of  employment. 


TURNOVER  RATES  -  See  Termination  rates. 


UNDERWRITER  -  Anyone  who  undertakes  to  provide  future  payments  (e.g., 
pensions)  in  certain  specified  circumstances,  in  return  for  premiums 
paid  by  or  on  behalf  of  those  who  may  become  entitled  to  benefits; 
usually  refers  to  an  insurance  company.   See  Insured  pension  plan. 


UNFUNDED  LIABILITY  (UNFUNDED  ACTUARIAL  LIABILITY)  -  Generally,  any 
amount  by  which  the  assets  of  a  pension  plan  are  less  than  its  lia- 
bilities. An  initial  unfunded  liability  exists  when  benefits  are 
created  in  respect  of  prior  service  (e.g.)  and  not  provided  for  in 
current  service  contributions.  See  also:  Experience  deficiency; 
Funding. 


UNION  PENSION  PLAN  -  Plan  sponsored  by  a'  trade  union;  usually  refers  to 
a  dues-paid  plan  (see  definition)  but  may  mean  a  plan  financed  by 
employer  contributions  (see  Multi-employer  plan). 


UNISEX  MORTALITY  TABLE  -  See  Mortality  table. 


UNIT  BENEFIT  FORMULA  -  Any  defined  benefit  formula  providing  a  benefit 
credit  expressed  as  a  percentage  of  a  member's  earnings  for  each  year 
of  service.   (To  be  distinguished  from  flat  benefit  formula).   See: 
Best  earnings  formula;  Career  average  formula;  Final  average  formula; 
Final  earnings  formula. 
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UPDATING  (BENEFITS)  -  Term  applied  to  the  occasional  review  and  increase 
of  accrued  benefits  to  reflect  rising  wage  levels  where  the  plan  does 
not  provide  for  automatic  improvement  as  in  a  final  average  formula. 


VALUATION  -  See  Actuarial  valuation. 


VARIABLE  ANNUITY  -  A  pension  whose  amount  varies  according  to  the  market 
value  of  the  fund,  usually  invested  in  common  stocks.  In  theory,  this 
feature  may  compensate  the  retiree  for  the  effects  of  inflation. 


VESTING  -  The  right  of  an  employee,  on  termination  of  employment,  to 
part  or  all  of  his  or  her  accrued  pension;  usually  requires  locking- in 
of  employee's  contributions.  Vesting  is  usually  in  the  form  of  a 
deferred  annuity  commencing  at  retirement  age.  Vesting  is  said 
to  be  contingent  or  conditional  if  employee  has  the  option  of  cash 
withdrawal.  Statutory  vesting  occurs  when  employee  meets  the  age 
and/or  service  conditions  set  out  in  pension  benefits  legislation  (in 
Ontario  currently,  age  45  and  10  years'  service  or  plan  membership) 
and  applies  to  benefits  accrued  after  a  specified  date  (Jan.  1,  1965 
in  Ontario)  .  Cash  vesting  is  a  return  of  both  employer  and  employee 
contributions  if  not  restricted  by  statutory  vesting. 


VOLUNTARY  ADDITIONAL  CONTRIBUTIONS   -   See  Additional  voluntary 
contributions . 


WAGE  INDEXING  -  A  method  of  indexing  based  on  movements  in  average  wages 
and  salaries. 


WAITING  PERIOD  -  Period  of  service  with  an  employer  before  an  employee 
fulfils  eligibility  requirements  for  membership  in  a  pension  plan. 


WIDOW'S  PENSION  -  See  Surviving  spouse's  pension. 


WINDING-UP  (OR  WIND-UP)  -  See  Plan  termination. 


WITHDRAWAL  RATES  -  See  Termination  rates. 
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YEAR'S  MAXIMUM  PENSIONABLE  EARNINGS  (YMPE)  -  Term  used  in  Canada  Pension 
Plan,  often  referred  to  as  the  earnings  ceiling;  the  maximum  amount 
of  annual  earnings  from  employment  on  which  CPP  contributions  and 
benefits  are  calculated.  YMPE  is  changed  each  year  according  to  a 
formula  based  on  average  wage  levels. 
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